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CANADA LIFE 
offers you the assistance of 
its Estate Service Division 


For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 


Consult the Manager of the nearest 
Canada Life Branch. 


Estate Service Division C If fices 


HALIFAX OTTAWA WINNIPEG 
Green Lantern Bldg. 150 Kent St. Electric Railway Chambers 


QUEBEC TORONTO CALGARY 
580 Grande Allée E. 330 University Ave. Lancaster Bldg. 


MONTREAL HAMILTON VANCOUVER 
505 Dorchester St. W. 1 Markland St. 640 West Hastings St. 
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This young man may make a million 


He’s started the right way, by putting money to work for him. Just 
a few dollars a week; but regularly. This money, accumulating in a 
guaranteed Savings Certificate with INVESTORS, is his basic 
investment program. Later he may speculate. He may make his 
million. He really may, because when opportunity knocks, he’ll 
have the money to answer. Join him — start today to prepare for 
your future. 


Look up Investors Syndicate of Canada Wy)! z nvestors 
in the white pages of your phone book. aS 
Call their nearest office and ask for in- Syndicate 
formation on the “Balanced” program. OF CANADA. wet eo 
No obligation. The Man from Investors 


can be your best friend financially. Head Office: Winnipeg Offices in all principal cities 













Short Term Securities 





For short term investment, we can offer Federal, 
Provincial, and Municipal obligations as well as 
notes of finance companies and leading corporations, 







We invite borrowers and lenders of short term funds 
to consult our Money Market Department. 







For further information telephone 
our nearest office. 


McLEop, You NG, WEIR & COMPANY 


50 King St. West, Toronto 276 St. James St. W., Montreal 
362-7311 Victor 5-4261 


Winnipeg Hamilton 
Quebec Edmonton 
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Will These 2 People 
Invest $10,000 
\~ In the Same Way? 


Not likely, because no two people have the same investment needs. 
Some require immediate and regular income, while others prefer 
capital growth and income later. 

It is our business as Investment Dealers to advise clients as to the 
type of security that will best meet their present and future needs. 
When you require assistance with your investments, write or 
telephone our nearest office. 


Wood, Gundy & Company 
Limited ——_______. 
Toronto Montreal Winnipeg Vancouver Halifax 
Quebec London Hamilton Ottawa _ Kitchener 
Regina Edmonton Calgary Victoria 
London, Eng. New York 
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WHEN YOU RECOMMEND 
THE PURCHASE OF 

LIFE INSURANCE 

TO YOUR CLIENTS... 


REMEMBER THESE 
ADVANTAGES 
OFFERED BY 

THE LONDON LIFE 


LOW COST 
The London Life, a leader for many years in pro- 
viding insurance at low cost, has increased policy 
dividends five times in the last ten years. 


CLIENTS’ ADVISORY COUNCIL 
In estate planning, business insurance and group 
coverage, this London Life service provides, on 
request, specialized information on taxation, 
accounting, law, and actuarial science—which 
is then applied in cooperation with the client's 
legal counsel and auditors. 


WELL-TRAINED REPRESENTATIVES 
All London Life representatives receive instruc- 
tion at home office schools, followed by extensive 
training in the agencies. They are also given 
assistance in the five-year course which leads to 
the designation of Chartered Life Underwriter. 


With life insurance in force of more than $534 
billion, the London Life now provides more life 
insurance to Canadians than any other company. 


LONDON LIFE 
INSURANCE COMPANY 


HEAD OFFICE — LONDON, CANADA 
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There’s Something Special about 


du MAURIER 


most effective filter tip yet developed 
e choicest, extra mild Virginia tobaccos 
e rich flavour, exceptional smoothness 
© firmly packed for longer-lasting smoking pleasure 


fldu MAURIER 


A Really Milder High Grade Virginia Cigarette 
with the EXCLUSIVE “Wcllecel; SUPER FILTER 
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THE PLACE OF ASSISTANTS IN MANAGEMENT 235 5 

There are two sides to whether executives should have assistants to 
help keep an organization running smoothly. The assistant may be 
the “errand boy of the boss” or a man of considerable power and 
standing. 
ROSS DAVIDSON, P.ENG., is a partner in the Montreal office of Woods, 
Gordon & Co., with whom he has been associated for the past 14 
years. He graduated from the University of Toronto in Engineering 
with a B.A.Sc. degree and is a member of the Association of Pro- 
fessional Engineers of Ontario. 





THE C.A. LOOKS AT THE SMALLER COMPANY 241 
Few small businessmen are doing any methodical planning for the 
future. This study suggests a number of ways in which the chartered 
accountant may be of significant help to the smaller company. 
CAMERON K. MAaCGILLIVRAY, F.C.A., is senior partner of Chagnon, Mac- 
Gillivray & Co., Hamilton, and president of the Public Accountants 
Council for the Province of Ontario. He is a past chairman of the 
Canadian Institute’s Magazine & Publications Committee and a mem- 
ber of the journal’s editorial board. He is a member of the Institute of 
Chartered Accountants of Ontario and was elected a Fellow in 1953. 
He is also a Fellow of the Chartered Institute of Secretaries. 


THE COMMON MARKET — ITS MEANING FOR CANADIAN TRADE 247 ! 


An examination of some of the factors which have contributed to the 
renaissance of Europe and the effect that new trade agreements in 
the Common Market may have on the Canadian economy. 

FORREST L. ROGERS is senior economist with the Bank of Nova Scotia 

and has written many issues of the Bank's Monthly Review, especially 

those devoted to Canadian business trends and international trade 

and finance. He is author of “The Sterling Area and the Dollar Prob- 

lem” (1953) and “American Goods in Canadian Markets” (1957). 


EVALUATING THE USE OF CAPITAL 253 
There are many reasons for management to evaluate the use of 
capital as well as a variety of methods. The author analyses each in 
turn and concludes with basic steps that should be taken. 

LOUIS J. SMITTEN is controller of General Foods Limited. His earlier 
career included nine years with Stevenson, Jordon and Harrison, New 
York management engineers with whom he specialized in profit plan- 
ning techniques through the use of direct costs, standard costs and 


flexible budgets. 
(Continued on page 216) 
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Leasing 
Service 


I.A.C. can help you expand or 
modernize your facilities without 
increasing the amount of your own 
investment. Machinery and equip- 


ment will be bought to your exact specifications 
and leased to you on terms to suit your specific 
requirements. 


A copy of “I.A.C. Leasing — A Service for 
Canadian Business”, will be forwarded upon 
request. Phone or write your nearest I.A.C. 
office or write direct to Dept. C, 750 Lucerne 
Road, Montreal 16. 


Industrial Acceptance Corporation 


LIMITED 


Capital Equipment Financing Capital Equipment Leasing 


Capital Loan Service 
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FINANCIAL MANAGEMENT OF ADVERTISING AGENCIES 262 


In recent years the operations of advertising agencies have grown 
more and more complex. Cost consciousness and concern about profit 
performance have created a challenge calling for greater efforts to- 
wards economic and efficient operation. 


JOHN E. MULLEN, C.A., is comptroller of Foster Advertising Limited, 
Toronto, and serves on the finance committee of the Canadian 
Association of Advertising Agencies. He is a member of the Institute 
of Chartered Accountants of Ontario and the Society of Industrial & 
Cost Accountants. 


THE DESIGN OF THE INTERIM AUDIT 268 


A former manager of an accounting firm summarizes some of the 
guiding principles and points to be remembered when supervising 
and training assistants in planning the audit work. 


PETER F. OLIPHANT, C.A., is director of continuing education for the 
Canadian Institute of Chartered Accountants. He was formerly a 
manager in the Toronto office of Clarkson, Gordon & Co., and was 
admitted to membership in the Institute of Chartered Accountants of 
Ontario in 1958. 





Have you a 
FULL-TIME 
\ EXECUTOR? 


Your family and heirs will appreciate your wisdom 
and foresight in appointing a trust Company as your 
executor. Only a corporate executor can have the broad 
} experience, the needed knowledge and the necessary time 
to devote to the efficient administration of your estate. 







“SEE THE 


ROYAL TRUST 


ABOUT IT” 


on CANADA'S LEADING EXECUTOR AND TRUSTEE 
ak OFFICES ACROSS CANADA and in LONDON, ENG. 
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MOORE FORMS 
ARE THE 
SMALLEST COST 
IN THIS 
FINE SYSTEM 


Moore forms, the smallest cost in 
your system, assure smooth, unin- 
terrupted work-flow and efficiency 
.. your control in print. Behind each 
Moore product are nationwide man- 
ufacturing facilities and research 
leadership. Build control with. 


Data processing must be fast and 
absolutely dependable... if the in- 
vestment in equipment is to pay off. 
Machine efficiency suffers if forms 
aren't precision perfect for high-speed 
runs...if they tear or clog, or cause 
delays and loss of system control. 








MOORE BUSINESS FORMS 


Moore Business Forms Ltd.—Montreal + Toronto « Winnipeg » Vancouver. Over 300 offices and factories in North America 
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NOTES AND 


Anniversary Issue: Bound Copies 


A limited number of bound copies 
of the July issue of The Canadian 
Chartered Accountant are available 
at $3.00 each and may be obtained 
from the publications department of 
the Institute, 69 Bloor street east, 
Toronto 5. Regular issues at 60 cents 
each are also available. 


Examination Results 

The Board of Examiners-in-Chief 
under the chairmanship of R.N.A. 
Kidd met in Toronto on August 17 
and 18 to review the results of the 
1961 uniform examinations. Results 
will be released early in September in 
newspapers across the country. 


Study Groups 


A study group on “Reliance on 
other Auditors” under the chairman- 
ship of W. L. L. McDonald, F.C.A., 
met twice during July and once in 
August in Toronto to prepare a draft 
pronouncement on this subject for 
submission to the Committee on Ac- 
counting and Auditing Research. 


A study group on “Oil Accounting” 
under the chairmanship of V.C. Mor- 
rison met twice in July and twice in 
August in Calgary to prepare mater- 
ial and recommendations on account- 
ing policies in the exploration and 
development of the oil industry. The 
group is being assisted by Professor 
W. Barry Coutts of the University of 
Toronto. 


Eighth International Congress 


As previously announced, the 
Eighth International Congress of Ac- 
countants will be held in New York, 
Sunday, September 23 to Thursday, 
September 27, 1962. One of the two 
principal speakers at the opening 


COMMENTS 


plenary session will be P. F. S. Otten, 
chairman of the board, N. V. Philips 
Gloeilampenfabrieken, | Eindhoven, 
Holland. Mr. Otten will speak on the 
broad aspects of financial reporting 
and the world economy as seen from 
his position as the leader of an inter- 
national corporation. The name of the 
second speaker, who will be an inter- 
national industrialist from the U.S., 
will be announced at an early date. 


Interest in the Congress is growing 
and to-date 78 organizations have in- 
dicated their desire to participate. 
Thirty-one of these account for an 
estimated attendance at this time of 
approximately 3000 persons. For this 
reason we urge those of our members 
who are planning to attend the Con- 
gress to write to the Canadian In- 
stitute offices at 69 Bloor street east, 
Toronto 5, and advise the executive 
secretary accordingly. The Institute is 
sending weekly lists to the Secretariat 
of the Congress of those members 
who have indicated an interest in 
attending the Congress. The organ- 
izing committee is anxious that all 
who plan to attend will register in 
advance and this month those who 
have registered will receive an ad- 
vance registration kit containing a 
highlight programme, an advance 
registration form and questionnaire 
on which they will be asked to mark 
the activities they expect to attend. 
Registration fee is $40. If a member 
brings his wife (or husband) the 
combined fee is $80. Prompt return 
of the registration form and question- 
naire is requested. 


Professional Designation 


In the June issue of The Canadian 
Chartered Accountant we published 
a request by the Institute’s public 
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relations committee urging all mem- 

bers to use the title “C.A.” in con- 

nection with their work or when an- 

nouncements are made concerning 

new appointments. It is interesting to 

note that The Accountants’ Magazine 

of Scotland, in its current issue, com- 

mented on the aptness of the pro- OSLER 
nouncement and saw fit to reprint it 

in its entirety for the members of the 

Institute of Chartered Accountants of 

Scotland. Notwithstanding the recom- 

mendation, we notice that in the July HAMMOND 
issue of the Toronto Board of Trade 

Journal which lists 21 committees that 

will be carrying out the 1961-62 pro- 

grammes of the Board of Trade, the 

chairman and vice-chairman respec- 

tively of two important committees NANTON 
are not shown with the designation 

“C.A.” after their names and six other 

members, three of whom are F.C.A.’s, 

have not used their designation. 


ms 
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Canadian Tax Foundation Survey 


The results of a survey on the cost 
to corporate taxpayers of paying and 
collecting taxes for all levels of 
government, as distinct from the INSURANCE BROKERS 
amount of taxes actually paid, has 
been released by the Canadian Tax GROUP & PENSION 
Foundation in a 38-page report en- 
titled “The Costs of Tax Compliance”. Pew Ss VEL AES 
After studying the records of 129 
companies the survey showed that 
they paid an average of $49,000 a 
year to settle their own taxes and an 
average of $16,000 a year to act as 


collection agents for governments. On Si HAM MOND PANY LIN 


the average the companies studied Ze 


had to employ 11 or 12 extra people INSURANCE DIVISION 
to handle the work. 


The report brings out some inter- 
esting observations: VANCOUVER ° CALGARY 
(1) Companies vary widely in their IN ° sees 
. a : WINNIPEG e TORONTO 
tax work costs; this is true not sities 
only of companies in different 
industries but within the same 


industry. This diversity may be 
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why should 
a company 


finance 9D 
equipmente 


Because equipment financing is 
the accepted modern-day 
method of becoming the owner 
of equipment while still keeping 
working capital intact for its 
more important functions. 


FINANCE YOUR 
EQUIPMENT 


TO MINIMIZE CASH OUT- 
LAYS—You keep your busi- 
ness in balance with minimum 
cash down payments. 

TO INCREASE CREDIT 
CAPACITY—You have a new 
source of credit which does not 
affect your established banking 
or other lines of credit for daily 
operating needs. 


TO RELATE COSTS TO IN- 
COME—You pay current in- 
stalments only, tailored to your 
income through regular, accel- 
erated or skip payment plans. 
There is no demand obligation. 
Only you and your principals, 
through knowledge of your 
special needs, can decide the 
best medium of corporate 
financing for your business. 
When you decide new equip- 
ment is required, ask your dealer 
to arrange financing through 
Traders. 


EQUIPMENT DIVISION 


TRADERS FINANCE 


CORPORATION LIMITED 


HEAD OFFICE 
TRADERS BUILDING, TORONTO 


BRANCHES ACROSS CANADA 





due to the fact that companies 
do not appear to have developed 
a uniform cost accounting ap- 
proach to tax work or could indi- 
cate an uneveness in the burden 
of tax work on companies of var- 
ious kinds and in different geo- 
graphic locations. 

(2) Governments must constantly 
seek ways of streamlining their 
collection procedures in order to 
reduce the administrative burden 
placed on business. 

(3) Tax work costs most companies 
substantial sums of money and 
requires them to have additional 
employees on their payrolls. 

Copies of the report (Tax Paper 

No. 25) may be obtained for $1.00 

each, quantity discounts available. 

from The Canadian Tax Foundation. 

154 University Avenue, Toronto 1. 


Research Project 


Completion of arrangements with 
Queen’s University for a comprehen- 
sive study on the “Effects of Taxa- 
tion on Canada’s Economic Growth” 
has just been announced by the Can- 
adian Tax Foundation. The study will 
be the broadest of its kind yet under- 
taken in Canada and the largest 
project sponsored by the Foundation 
since its inception. The project will 
not be confined to federal taxation but 
will include provincial and local tax- 
ation. Existing and alternative tax 
arrangements are to be examined. 
The schedule calls for completion of 
the study not later than September 
1964. Preliminary work will begin 
shortly and intensive work will com- 
mence next May. Portions of the 
study will be available from time to 
time as they are completed. Accord- 
ing to the Foundation the cost of the 
study, exclusive of editing and publi- 
cation, will be about $61,000 and as 
this amount is beyond the regular re- 
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sources of the Foundation, corporate 
subscribers have been invited to make 
special contributions to finance the 
project. 
University Management Seminars 
Beginning in October, the School 
of Business,University of Toronto, is 
offering a winter evening conference 
series for experienced executives. The 
series will consist of 20 dinner and 
evening sessions to be held from 
mid-October to March and will be 
under the direction of Professor 
Ralph Presgrave and one or more 
members of the faculty. Topics to be 
discussed will include business and 
government; economic forecasting; 
criteria for decision making; trends in 
organization; administrative technol- 
ogy; and the crisis in industrial rela- 
tions. Fee for the series, including 
dinners, is $125. In addition to this 
seminar series, the School of Business 
will again offer from October to 
March its Administrative Develop- 
ment Programme of evening studies, 
consisting of five courses dealing with 
analysis of production problems, 
marketing, financial management, 
human relations in administration 
and managerial economics. The fee 
for each course will be $45 and will 
consist of 20 sessions once a week of 
two hours each. Further information 
about the evening seminar series and 
the Administrative Development Pro- 
gramme can be obtained from the 
secretary, School of Business, 273 
Bloor street west, Toronto. 


Provincial Funded Debt-Interim 
Total direct gross bonded debt at 
March 31, 1961 was $3,705 million, an 
increase of 8.5% or $291 million over 
that at the end of the preceding fiscal 
year. All provinces except Alberta 
and British Columbia floated new 
bond issues, totalling $459 million 
(including an issue of $9 million, the 
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why should 
a company 


lease 
equipmente 


Because equipment leasing is 
the accepted modern-day 
method of utilizing equipment 
without ownership while still 
keeping working capital for its 
more important functions. 


LEASE YOUR 
EQUIPMENT 


TO MINIMIZE CASH OUT- 
LAYS—You profit from the 
use of new, modern equipment 
now, with a minimum cash 
outlay. 

TO RAISE NEW CAPITAL 
—You can acquire needed cash 
through the sale and lease back 
of present equipment thus pro- 
viding both the use of the equip- 
ment and the cash. 

TO TAKE ADVANTAGE OF 
TAX TIMING—You charge all 
rentals to expense before tax, 
making a greater cash flow 
possible. 

Only you and your principals, 
through knowledge of your 
special needs, can decide the 
best medium of corporate 
financing for your business. 

A phone call or letter to Traders 
Leasing will bring you all the 
information you need. Do it 
to-day. 


TRADERS LEASING 


LIMITED 
associated with 
TRADERS FINANCE 


CORPORATION LIMITED 


HEAD OFFICE 
TRADERS BUILDING, TORONTO 


BRANCHES ACROSS CANADA 
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show your clients 


HOW MUCH THEY 
CAN GAIN 
BY FACTORING 


Factoring the AETNA way costs 
less than you may think .. . and 
it offers your clients compelling 
advantages: 

e provision of funds when needed 
e additional working capital 

e reduction of clerical work 

e increased production and sales 
e greater profits 

e eliminating credit risks 

AETNA service is unique. . . com- 
prehensive . . . personal. Let us 
send you the complete story. Feel 


free to discuss specific clients’ 
problems with us. 


AETNA FACTORS 


CORPORATION LIMITED 
MONTREAL: 400 ONTARIO ST. W. — AV 8-5115 
TORONTO: 80 RICHMOND ST. W. — 364-0743 
RRA AS aa 
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equivalent of 40 million Swiss francs, 
by Saskatchewan in Switzerland), 
and all provinces except Newfound- 
land retired bonded debt totalling 
$168 million. 


With the exception of New Bruns- 
wick, Alberta and British Columbia, 
all provinces showed increases over 
the preceding fiscal year in direct 
gross bonded debt outstanding. Based 
on par values, the average interest 
rate continued to rise and the aver- 
age term of issue to decline, main- 
taining a trend which commenced in 
1955-56. The proportion of the total 
payable only in Canada increased to 
over 73% from nearly 70% at March 
31, 1960, indicating that provinces 
were not going abroad to the same 
extent as in prior years to finance 
their requirements. 


Forthcoming Events 

The 1961 annual conference of the 
American Institute of Certified Public 
Accountants will be held from Octo- 
ber 29 to November 1 at the Palmer 
House, Chicago. 


The annual conference of the Can- 
adian Tax Foundation will be held 
from November 20 to November 22 at 
the Queen Elizabeth Hotel, Montreal. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange are 
supplied by The Canadian Imperial Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., July 30, 1961: 
Australia (Pound) 2.32; Belgium (Franc) 
.02079; Denmark (Kronor) .1494; France 
(Franc) .2110; Germany (D.Mark) .2597; 
Hong Kong (Dollar) .1815; India (Rupee) 
.2175; Italy (Lira) .001675; Japan (Yen) 
.0029; Mexico (Peso) .0830; ‘Netherlands 
(Guilders) .2877; New Zealand (Pound) 
2.88%; Norway (Kroner) .1445; Sweden 
(Kronor) .2004; Switzerland (Franc) 
.2397; Union of South Africa (Rand) 1.45; 
sterling in Canada, 2.87% - 2.88%; sterling 
in New York, 2.79% - 2.79%; U.S. Dollars in 
Canada, 3-3 premium. 
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do so many 
top firms 
come to Savoy 
for forms? 


Many of Canada's largest 
companies depend entirely 
on Savoy for forms of all 
kinds. Why? Because we 
offer prompt, personal 
service... because we 
work out your needs 
intelligently and 
economically... the quality 
of the work is consistently 
excellent... prices are fully 
competitive... deliveries 
fast. Remember... Savoy 
are form specialists. Try us. 
You'll never change again. 


CONTINUOUS, TYPEWRITER 
and REGISTER FORMS, SAVOY 


SETS and GARAGE FORMS 


AvoY’s 


Covntinucux souns- Ltd- 


Quebec 
Montreal 
St. Johns 

Toronto 











George C. McDonald 





This journal shares with a host of people in Canada and else- 
where a deep sense of loss in the death of George C. McDonald, M.C., 
C.A., who died in Montreal on August 2 in his 79th year. 


Mr. McDonald’s life story is inseparable from the story of the 
accounting profession in this country. His father was a pioneer 
accountant in Montreal when the profession in Canada was in its 
infancy and Mr. McDonald, after graduating from McGill in 1904, 
began his career as an accountant and became a member of the In- 
stitute of Chartered Accountants of Quebec in 1909. One year later 
he founded the well known firm of McDonald, Currie & Co. Soon 
after the outbreak of war he enlisted in the army. He saw active 
service in France, fought gallantly with the Princess Patricia’s Can- 
adian Light Infantry, was twice wounded and was awarded the 
Military Cross. 


Mr. McDonald's interests took him into many places and where- 
ever he went he was recognized as a man of strict integrity, deep 
convictions and moral courage. He took an active part in the affairs 
of the profession on the local and national scenes and in the 1930's 
was elected president of the Quebec Institute of Chartered Account- 
ants and the Dominion Association of Chartered Accountants as it 
was then known. In addition to his achieving distinction in his pro- 
fession he gave notable public service in such diverse fields as uni- 
versity and hospital administration, business and service groups and 
civic planning. Provincially, he was a former president of the Quebec 
Hospital Service Association, the Montreal Board of Trade and vice- 
president of the Quebec Hydro Electric Commission. He was a mem- 
ber of the management and advisory boards of the Montreal General 
Hospital, and a member of McGill University Board of Governors 
from 1932 to 1944. He was a prominent member of several com- 
missions and committees at the national level whose recommenda- 
tions have been influential in shaping national and provincial policies. 
These included the Bankers’ Committee of the Newsprint Industry, 
1930's; Saskatchewan and Alberta Resources Royal Commissions, 1934- 
35; Quebec Electricity Commission (Lapointe Commission) 1934-35; 
Quebec Taxation Revision Committee (Montpetit Commission) 
1937-40. 


With the acute perception of an informed mind and his exception- 
ally sound grasp of accounting principles and practices, Mr. McDonald 
made an invaluable contribution to his many undertakings. But, 
above all, he had the interests of his profession truly at heart and 
through his gift of communicating this enthusiasm to many of his 
associates, he has left a legacy of continuing service in the affairs of 
the Institute. For this we owe him a great debt of gratitude. 
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To make every 
receivable retrievable... 





American 
Credit Insurance 


The moment your clients’ products are shipped, title passes...and their credit 
risk begins. From that point on, the only protection for their accounts receivable 
...for all the working capital and profit their products represent...is commercial] 
credit insurance. An ACI policy, with new and broader coverage, is the soundest 
way to make every receivable retrievable. 

Sound market expansion, too, is a major benefit of American Credit Insurance. 
Your clients can confidently add more good customers, sell more to present 
customers. Today, as for 68 years, an ACI policy is important 


to sales progress and good financial management. Available 7 

through insurance agents... or the local office of American 2 Wa, 

Credit Insurance. Vs 

AC] BOcktsT Exrtains creoir pray ay 
INSURANCE ADVANTAGES Can Neg 

Gives reasons for suggesting credit insurance to your customers. For You hey 

copy, write AMERICAN CREDIT INDEMNITY COMPANY of buy, 


New York, Dept No. 44, Montreal, Sherbrooke, Quebec, Toronto, hes, 
Hamilton, Woodstock or Vancouver. 
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Make clean dry copies 
of financial statements 
and accounting records 
on white bond stock 


ta just 4 secoma!s 


With a ‘*‘THERMO-FAx’”’* Copying Machine you can now make 
up your financial statements on snow-white bond copy paper. 
In fact, ‘“THERMO-FAx”’ white bond is ideal for accounting 
records and all the paperwork around your office. And a 
**THERMO-FAx’”’ Copying Machine offers endless time-saving, 
cost-saving advantages. Take for example, speed... copies 
in just 4 seconds because of its simple, one-step operation. 
All-electric, completely dry, with no messy chemicals or 
bothersome negatives to slow you down. Error-proof too! 
Saves hours and hours of typing. There are many more 
benefits . . . call your local representative or write for fur- 


ther information. 
*T'".M. Reg’d. 
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MINNESOTA MINING AND MANUFACTURING 
OF CANADA LIMITED, BOX 757, LONDON, CANADA 
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eS aeePeAT PERFORMANCE 


Time, error and operator boredom are 
eliminated with the assured accuracy 
of Friden’s ‘Tape-Talk’ Systems. The 
Friden Flexowriter punches your vital 
information on tape as a by-product of 
all data typed. This provides accurate 
records for automatic handling of 


almost every communicative routine, 
plus figures necessary for inventory 
checks, sales breakdowns etc. Consult 
your local Friden representative for a 
demonstration. Joseph McDowell Sales 
Limited, 36 Mobile Drive, Toronto 16, 
Ontario, PLymouth 9-4121 
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Friden Business Systems--Tape-Taik 








DO YOU KNOW? 


Questions: 

1. Premiums paid by an employer for group life, 
sickness and accident insurance are deductible 
for income tax purposes. 

The entire proceeds of a $15,000 policy on a 
life of a man domiciled in Canada which are 
payable to his widow must be withheld by the 
insurance company until probate and an estate 
tax consent are produced. 

Where life insurance proceeds payable to a 
widow as a non-commutable annuity of $1,200 
qualify for Ontario succession duty exemption, 
they automatically lose the benefit of the 50% 
estate tax credit. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 
estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


Answers: 
1. True. 


2. False. Subject to any succession duty consent require- 
ments, the company can release up to $11,500 proceeds 
to a Canadian resident without an estate tax consent — 
Section 47(2). Insurance payable to a beneficiary is not 
a probate asset. 

. False. The federal credit is no longer dependent on pro- 
vincial dutiability of the asset, but on the asset being 
— in a province that levies succession duty — Sec- 
tion 9(1). 
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editorial 


more than 10.000 


WuiLE EVERY member of the Canadian Institute of Chartered Ac- 
countants has received a copy of the Institute’s annual report, we feel 
that many of our readers to whom the report would not otherwise be 
available will welcome the opportunity of learning about its contents. 

The health of the profession has never been better. With the 
June examinations results to be announced within the next few days, 
membership in the Institute this month reaches the 10,000 mark; 
recognition to an increasing degree is being given to members of the 
profession as more and more of them move up into top executive posi- 
tions; opportunities to serve the nation are becoming available to 
other senior members such as J. Grant Glassco, F.C.A., who was re- 
cently appointed chairman of the Royal Commission on Government 
Organization, and Howard I. Ross, who was selected by Premier 
Lesage to serve on a Royal Commission in Quebec. 

Cities, too, demand the services of chartered accountants and 
last year in Halifax, N.S., and Beaconsfield, Que., members of the pro- 
fession were successful candidates for the office of mayor. Chartered 
accountants are also rendering notable service overseas. Professors 
Arthur Beedle and D. L. McDonald have gone to Malaya, under the 
auspices of the Colombo Plan, to assist in establishing a School of 
Business Administration at the University of Malaya and Professor 
J. W. McDougall, F.C.A., has just returned from a five-month ap- 
pointment as professor of accounting at the University of Wellington, 
New Zealand. 

Sections of the report which are of perennial interest relate to 
the work of the Institute’s committees. Two of these call for special 
mention partly because of their intrinsic importance and partly be- 
cause they represent the continual concern of the Institute for main- 
taining the educational standards of the profession. 

The first deals with the expansion of educational facilities so that 
the profession can assume greater responsibilities and render more 
advanced service. Increasing demands for professional work by chart- 
ered accountants in managerial accounting, taxation, cost and budget- 
ary control, statistical sampling in auditing and audit reports for 
small clients, to name a few, suggest that unless facilities are provided 
for instruction in such areas, a field of opportunity may remain unex- 
plored. Last year the Committee on Continuing Education recom- 
mended the appointment of an administrator to inaugurate an educa- 
tional programme and in May, the services of a director were en- 
gaged. He has already prepared two “back-to-the-classroom” courses, 
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Tax Techniques and Practices and Management Accounting, which 
are now being considered by the Provincial Institutes who have the 
responsibility of administering them. These will be followed in sub- 
sequent years by additional courses. 


The Committee on Long Range Educational Planning has been 
studying the education and training prerequisites needed to become 
a chartered accountant and in its 1960 report recommended, among 
other things, that only applicants who have obtained a university 
degree will be accepted after December 31, 1969. The committee is 
now engaged in reviewing general policy in regard to educational 
standards and is in the initial stages of drafting a new syllabus to be 
used as a guide in the education of future students-in-accounts. 


Equally impressive is the work of the Accounting and Auditing 
Research Committee which, in addition to its customary activities, has 
this year spent a good deal of time on a critical review of its research 
programme. During the year the committee issued bulletin No. 18 
on Qualifications in the Auditor's Report and published a brochure 
on Audit Reports — their nature and significance which was aimed, 
originally, at bank managers but was broadened in scope in an at- 
tempt to appeal to all non-professional readers and was very well 
received. Two items in the committee’s programme appear to have 
special significance. First, the inclusion of non-practising chartered 
accountants in the Institute’s research work so that, instead of drifting 
away from the influence of the professional body, members in industry 
might give expression to the industrial point of view based on their 
practical experience. 


The second proposal which the committee has in hand is a series 
of accounting research studies, considerably longer than bulletins, 
which would provide the profession and the public with a reason- 
ably complete discussion on a particular accounting and auditing 
problem but which would not need to have the unanimous approval 
of all members of the committee and which would not concentrate, 
as the bulletins must, on actual accepted accounting practice. 


The year saw an addition to the growing number of Institute com- 
mittees — A Committee to review the Institute’s Objectives and Or- 
ganization. At its spring meeting, Council approved the appointment 
of this three-man committee whose function it will be to study the 
Institute’s objectives, responsibilities and organization and make 
recommendations that will determine the Institute’s character in years 
to come. 


The future of the chartered accountant depends, ultimately, on 
the standard of his skill and knowledge and the policy of the Insti- 
tute must be to continue to uphold and, indeed, raise those qualita- 
tive standards which have been its high ideals since its inception. 
Anyone who reads the report should be encouraged by what has 
been achieved during the past year. 
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editorial 


au dela de 10,000 


BIEN QUE CHAQUE membre de l'Institut Canadien des Comptables 
Agréés ait regu un exemplaire du rapport annuel de ['Institut, nous 
croyons que plusieurs de nos lecteurs, qui ne pourraient autrement 
prendre connaissance du rapport, seront heureux d’avoir ici l'occasion 
de savoir un peu ce qu'il contient. 

La profession n’a jamais été si bien portante. En effet, avec la 
publication des résultats d’examens qui se fera d'ici quelques jours, le 
nombre des membres de l'Institut atteindra ce mois-ci les 10,000; la 
profession jouit d’une reconnaissance de plus en plus étendue, comme 
le démontre le nombre toujours croissant de nos membres qui 
atteignent des postes de commande; d’autres membres en vue de la 
profession ont maintenant occasion de servir le pays, tels que 
Monsieur J. Grant Glassco, F.C.A., qui a récemment été nommeé 
président de la Commission Royale sur Organisation du Gouverne- 
ment, et Monsieur Howard I. Ross qui a été choisi par le Premier 
Ministre Jean Lesage pour faire partie d'une Commission Royale a 
Québec. 

Il y a aussi les diverses sections se rapportant aux travaux des 
divers comités de l'Institut, qui sont toujours d’un vif intérét. Deux de 
ces comités méritent une mention particuliére, en partie a cause de 
leur importance intrinséque et en partie parce quiils dénotent le souci 
constant de l'Institut de maintenir les normes d’enseignement au sein 
de la profession. 

Le premier soccupe du développement des moyens d’enseigne- 
ment de sorte que la profession soit en mesure de remplir de plus 
importantes fonctions et de rendre des services plus poussés. Les 
demandes toujours croissantes de services professionnels adressées 
aux comptables agréés en matiére de comptabilité administrative, 
impot, contréle budgétaire et de prix de revient, échantillonnage 
statistique en vérification, et rapports de vérification pour petits 
clients, pour n’en nommer que quelques-uns, nous donnent a entendre 
que, 4 moins que nous ne possédions des moyens d’enseignement 
dans ces domaines, tout un champ d’activité pourra nous étre fermé. 
L’an passé, le Comité de perfectionnement des études recommandait 
la nomination d’un administrateur pour lancer un programme éduca- 
tif et on retenait en mai dernier les services d'un tel directeur. Celui- 
ci a déja mis en branle deux cours pour “anciens étudiants”, 
soit Techniques et pratiques fiscales et Comptabilité administrative, 
que les instituts provinciaux, chargés de leur réalisation, étudient pre- 
sentement. Il y aura d'autres cours qui suivront dans les années a 
venir. 
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Le Comité d’étude des problémes d’enseignement a long terme 
sest interrogé sur les études et la formation requises pour le compta- 
ble agréé et, dans son rapport de 1960, recommandait, entre autres 
choses, que seuls les candidats qui détiennent un degré universitaire 
soient acceptés, 4 compter du 31 décembre 1969. Le Comité travaille 
maintenant a reviser sa politique générale quant aux normes d'études 
et commence a dresser un nouveau programme qui servira de guide 
pour la formation des futurs candidats a la profession. 


Le travail du Comité de recherches en comptabilité et vérification 
ne manque pas non plus de nous impressionner. En plus de sa be- 
sogne usuelle, ce Comité a consacré beaucoup de temps, cette année, 
a la revision et la mise au point de son programme de recherches. 
Le Comité a publié au cours de l'année le Bulletin No 18 sur Les 
réserves dans le rapport du vérificateur ainsi qu'une brochure sur 
Les rapports de vérification — leur nature et leur signification. 
Celle-ci, qui était d’abord destinée aux gérants de banque mais dont 
on a ensuite élargi les cadres en vue d'intéresser tous les lecteurs qui 
ne sont pas du métier, recut un excellent accueil. Deux points inscrits 
au programme du Comité semblent étre d’une importance particuliére. 
D’abord, Yadjonction de comptables agréés non exergants dans ses 
travaux de recherches, de sorte que les membres de l'industrie, au lieu 
de se désintéresser de ce qui se fait au sein de leur association pro- 
fessionnelle, pourront exprimer leur point de vue fondé sur leur propre 
experience. 


Le second projet que le Comité se propose de réaliser est une 
série d’études de recherche en comptabilité, considérablement plus 
étendues que les bulletins, qui fourniraient 4 la profession et au public 
un exposé assez complet sur des problémes particuliers de compta- 
bilité et de vérification, sans qu'il leur soit nécessaire de recevoir 
lapprobation unanime de tous les membres du Comité, et qui ne se 
borneraient pas, comme doivent le faire les bulletins, 4 la pratique 
comptable effectivement reconnue. 


Le nombre des comités de Il’Institut s’est encore accru, cette 
année, par l'addition d'un comité chargé de reviser les objectifs et 
organisation de I’Institut. Lors de son assemblée du printemps 
dernier, le Conseil a approuvé la formation de ce comité composé de 
3 personnes, dont le but sera d’étudier les objectifs, les taches et 
Yorganisation de l'Institut, et de faire des recommandations qui dé- 
termineront le caractére propre de l'Institut au cours des années a 
venir. 


L’avenir du comptable agréé repose en définitive sur le niveau de 
sa compétence et des ses connaissances, et l'Institut doit avoir pour 
politique de maintenir constamment, et méme d’accroitre, les normes 
de qualité qu'il sest toujours fixées comme idéal depuis ses débuts. 
Quiconque lit le dernier rapport annuel devrait se sentir encouragé a 
la vue des réalisations accomplies au cours de I’année écoulée. 
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The Place of Assistants 
in Management 


ROSS DAVIDSON 





WHEN PEOPLE TALK about organiza- 
tion, the discussion usually centres 
around big issues like centralization 
vs. decentralization, line and staff, and 
span of control. The use of assistants 
in the organization structure is usual- 
ly relegated to the category of detail, 
with the thought that where they are 
necessary they should be provided. 
While this is probably as it should be, 
there are dangers in brushing aside 
the matter too lightly. The indis- 
criminate use of assistants can be ex- 
pensive and can impede, rather than 
expedite, administrative processes. 


We in Canada could well afford to 
take a critical look at our organiza- 
tion structures to see whether all the 
assistant and other specialist positions 
are really paying their way. Professor 
Parkinson’s wry observations on ex- 
pansionist tendencies in the civil ser- 
vice might have sufficient parallels in 
business society to be a cause for con- 
cern. It is said that American firms 
now building factories in the United 
Kingdom and Western Europe look 
upon lower administrative costs as 
one of the important advantages to be 
derived from such moves. Apparent- 
ly European executives do not need 
the numbers of assistants, staff experts 
and elaborate control systems that are 
common in North America. Nor can 


one completely ignore the thoughts 
expressed in recent books such as 
“The Organization Man”, “Lite in the 
Crystal Palace” attacking the “conven- 
tional wisdom” as it applies in some 
quarters to present management prac- 
tice. 

Canadian businessmen should be 
especially conscious of this problem. 
We are a trading nation favoured by 
geography and natural resources, but 
we are not more capable, technically 
or financially, than many others with 
whom we must compete. Our success 
depends in large measure on our 
ability to produce at a reasonable 
cost. While it is popular to blame 
our high costs on high wages, we 
might also look at administrative costs 
to make sure that our business enter- 
prises are not being over-managed. 


Why Assistants 


It will be seen from the above that 
the starting point in discussing the 
use of assistants is the question 
“Should they be used at all?” Is it 
necessary to interpose between the 
boss and his subordinates an assistant 
boss to handle “day-to-day” prob- 
lems, or to give the boss a sort of 
man-Friday to whom he can turn over 
matters of detail that land on his 
desk? 
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Whether such positions are neces- 
sary or not, it is certainly easy to see 
why they have become common. 
Running a business today is a great 
deal more complicated than it used to 
be. The number of new management 
“techniques” that have burst upon the 
scene in the past 15 years, complete 
with societies, regular conferences 
and monthly journals, is positively un- 
nerving. The constant demands for 
new products, new production meth- 
ods and equipment, new markets and 
new skills have compounded the prob- 
lems that executives must solve. When 
this is coupled with the fact that post- 
war economic expansion created a 
shortage of managerial talent, one can 
hardly blame a hard-pressed execu- 
tive for wanting one or two trusted 
lieutenants close by him to help keep 
things under control. This was prob- 
ably the only solution available for 
dealing with the situation of the past 
decade and a half. But what about 
the future? Are we still short of good 
executives? What is a good execu- 
tive anyway? 


Nature of Executive Work 

Louis A. Allen in “Management 
and Oranization” says that an execu- 
tive or manager performs the follow- 
ing work: 

1. Planning 

2. Organizing 

3. Coordinating 

4. Motivating 

5. Controlling. 


It is important to note that Mr. Al- 
len says that the executive performs 
these functions and does not merely 
ensure that they are performed. Here- 
in lies the essential characteristic of a 
good executive. He is, as the name 


implies, a doer, a causer of things to 
happen. He is not some sort of demi- 
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god set up in splendid isolation, to be 
protected from the madding crowd 
of his subordinates, so that he can 
spend his time in quiet contemplation 
of the “big issues”, or the issues that 
to him seem big. He is active rather 
than reactive, and seeks out the prob- 
lems and their essential details, rather 
than waiting for the problems to seek 
him out. He knows the difference 
between essential detail and trivia. 


How are we fixed for men like this? 
Probably better than we think. What 
we may be short on, however, is a 
willingness to trust them, to give them 
a complete job and let them do it, 
judging them by results rather than 
by the way they go at it. If we now 
have such men in our junior and 
middle ranks of executives, much of 
the need for having assistants has dis- 
appeared. To continue to appoint 
people to these positions, except in 
circumstances where it is clear to all 
that they are needed, is to indulge in 
a luxury that we cannot afford. The 
costs are not just in salary and office 
space. The real costs are in the effect 
of such positions on the speed with 
which things get done, in the tend- 
ency toward insulation of the boss 
from the realities of the situation, in 
the effect on the morale of subordin- 
ates, in the uncertainty with respect 
to responsibility and authority, and in 
the dilution of leadership. 


Help or Hindrance 

It may seem contradictory to say 
that the addition of an assistant can 
slow down the rate at which things 
get done. He is, after all, appoint- 
ed for the purpose of helping his boss 
get through more quickly the load 
of work that comes to him. What in 
fact often happens is that both the 
boss and the assistant get involved in 
the important problems, and the as- 
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sistant deals with problems that could 
and should be dealt with by subordi- 
nates. Thus the addition of the as- 
sistant has done little but add an ex- 
tra step to the decision-making pro- 
cess. It is true that an extra opinion 
has been obtained, and this may be 
worthwhile. Frequently, however, the 
opinion is obtained not because it is 
needed but because it is available. 


A common result of having assist- 
ants is the development of unneces- 
sary information. In his zeal to keep 
things under control for the boss and 
be able to answer questions that 
might be asked, an assistant will 
sometimes demand reports and infor- 
mation that contribute little and cost 
much. A great deal has been written 
and said about the need for execu- 
tives to have accurate, up-to-date in- 
formation, and we now have wizard 
machines that will give us this. But 
gathering and analyzing information 
can be a timewaster of gigantic pro- 
portion unless it is directed to a clear, 
important purpose that is closely re- 
lated to stated objectives of the en- 
terprise. The rule should be not how 
much information can we get, but 
how little do we need. 


Another important effect that the 
uncontrolled use of assistants can 
have is on the attitudes of both the 
boss and the subordinates. With too 
much assistance available, bosses can 
develop the easy habit of “letting 
George do it”. This is sometimes dis- 
guised as delegation but can be a 
cover-up for mental laziness. Think- 
ing is hard work, and the natural hu- 
man tendency is to avoid or postpone 
it. But executives are paid to think 
and to lead, and the more they let 
George do, the more they become fig- 
ure-heads, and the less they con- 
tribute to the interests of the em- 
ployer. 


Effect on Subordinates 


The effect on subordinates’ atti- 
tudes can be equally damaging. Rare- 
ly does a person of executive calibre 
like to deal with his superior through 
an intermediary. Nor does he like 
to take orders from someone who is 
not clearly and unequivocally his su- 
perior. When he is put into such a 
situation his first reaction is usually 
resentment of the assistant, then dis- 
appointment with the superior for not 
taking what he considers to be the 
proper interest, then anger at the 
“system” which he characterizes as 
bureaucratic, unimaginative and re- 
pressive. He may be quite wrong, 
of course, but unless steps are taken 
to convince him that he is, these feel- 
ings will persist. The upshot is usual- 
ly that the man quits or adopts a de- 
featist attitude. In either case the 
employer is likely to be the loser. 


Nor is the life of the assistant him- 
self likely to be an easy one if he is 
obliged to deal with ambitious, self- 
confidant subordinates over whom his 
only authority is some sort of vague 
directive that they cooperate with 
him. This is the stuff of office poli- 
tics, that exciting but rarely construc- 
tive game, so widely disparaged and 
widely engaged in. 

It would be silly to suggest that all 
the dire consequences predicted 
above are inevitable. Much depends 
on the people and the situation. How- 
ever, even if the undesirable conse- 
quences could be completely avoided, 
this would not be grounds for accept- 
ing assistant and assistant-to positions 
as a permanent institution in the 
modern organization structure. 


A fundamental need for sound ad- 
ministration is clarity of duties, re- 
sponsibilities and authorities. It is on 
this score that most assistant-type po- 
sitions fail. They introduce vague- 
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ness where there should be clarity. 
For this reason they should be re- 
garded as organizational anomalies 
to be used only in circumstances 
where no other choices are available. 


Some Alternatives 
What are the other choices? The 
three principal ones are the following: 


1. Elimination of unessential detail 

As already pointed out, we are a 
great race of information and detail 
seekers. We hate to admit that we 
do not know the answer to something, 
no matter how trivial or unrelated to 
the point at issue; we would like to 
have information on everything read- 
ily available. This characteristic often 
leads to the accumulation and report- 
ing of detail that is unessential for 
control purposes or for the proper un- 
derstanding and solution of problems. 
This, then, is the first place to look 
in considering alternatives to the ap- 
pointment of an assistant. How much 
of the work that he would be doing is 
really necessary? 


2. Delegation 

Delegation is one of those things 
that is easier to talk about than do. 
Frequently it seems (and often is) 
faster to do something ourselves than 
take the time to show someone else 
how to do it. There is also an innate 
fear in most of us that the person to 
whom the job is given will bungle it. 
This fear is compounded when the 
delegator is going to be held respon- 
sible for the results, even though a 
subordinate is going to do the job. 
The frequent result is that we go 
through a nominal delegation but 
keep a nervous eye on the subordi- 
nate at all times and require him to 
check in before he does anything im- 
portant. This sort of checking gen- 
erates detail that in turn leads to the 
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desire for assistance in one form or 
another. 


Human though the tendency is to 
withhold authority, or at least limit 
its delegation to trusted members of 
the palace guard, it is one that should 
be overcome. Quite apart from the 
detail that can be eliminated from the 
executive's office in this way, delega- 
tion of responsibilities and authority 
is essential to the sound development 
of management talent and, in the long 
run, to the health of the enterprise. 


3. Subdivision of responsibility 

If, after eliminating all unessential 
detail and delegating to subordinates 
everything that can be safely delegat- 
ed, there still remains more work for 
the boss than he can do properly him- 
self, it is time to consider whether the 
range of his responsibility is too 
broad. In such cases it is often much 
more satisfactory to make a vertical 
split of responsibilities, than to at- 
tempt a horizontal split under which 
the boss is given an assistant and the 
two of them divide up the job as best 
they can. 


This at first glance may appear to 
be a costlier approach, since it would, 
in effect, create a new department. 
But provided the split of responsibili- 
ties is so arranged that both depart- 
ments can operate more or less inde- 
pendently, the improvement in op- 
erating effectiveness can far outweigh 
the difference in price between a 
department head and an assistant. 


Cases for Use of Assistants 


Having given all the reasons for not 
using assistants and assistants-to, and 
offered some suggestions on how to 
avoid using them, it remains to dis- 
cuss those situations in which their 
use is justified. In the case of assist- 
ants there are two such situations. 
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1. Where the nature of the execu- 
tive’s responsibilities makes it ne- 
cessary for him to spend a large 
part of his time either away from 
the office or on matters that are 
not closely related to the opera- 
tions of the enterprise. 

2. Where it is desired to expose a 
man to the full range of problems 
associated with a particular opera- 
tion before giving him full respon- 
sibility for it. 

Many of our modern-day presidents 
are in the first situation described 
above. Now that corporations are ex- 
pected to have souls and be good 
citizens, presidents are increasingly in 
demand as speakers, patrons of vari- 
ous societies, fund raisers, conference 
attenders, etc. Many of these activi- 
ties cannot be delegated, for it is the 
prestige of the position as much as 
the person that is wanted. 

There are also many business prob- 
lems that cannot be delegated for the 
same reason. These include final- 
stage negotiations with unions, trade 
association activities, visits to distant 
branch plants and offices, and visits 
to important customers. 


The position of executive vice- 
president developed as a matter of 
necessity to allow the president time 
to cope with activities such as those 
enumerated above. This is proper 
and does not normally create the type 
of problem discussed earlier. It is 
usually quite clearly understood by 
subordinates that the executive vice- 
president is the boss as far as they 
are concerned. Further, they recog- 
nize that as between the president 
and the executive vice-president the 
latter is likely to be closer to their 
problems and hence better able to 
give them the attention they deserve. 

There are situations below the 
most senior level where conditions are 


sufficiently similar to those described 
above that an assistant for the respon- 
sible officer would be justified. How- 
ever, such situations tend to be the 
exception rather than the rule. 


The appointment of an assistant on 
a temporary basis for the purpose of 
breaking him in to take over full re- 
sponsibility is acceptable practice. 
However, to make such a move and 
then not carry through with a pro- 
motion within a reasonable time can 
have damaging consequences. If it 
becomes apparent before the final 
promotion is made that the assistant 
is after all not suitable for the top 
position, he should be removed from 
the assistant position. Failure to face 
up to such a situation on the grounds 
that it would be unkind to the person 
involved overlooks the unkindness 
that is done to subordinates who have 
to work with him indefinitely as a 
quasi-superior. 


Cases for Use of Assistants-To 


The principal situations in which 
the use of an assistant-to is justifiable 
are: 

1. When some type of special service 
is required that would interfere 
with the normal duties of subordi- 
nates, or that requires skills that 
none of them possesses. 

When it is desired to give a bright 
young man with obvious potential 
for advancement a basic ground- 
ing in the affairs of the enterprise 
and an opportunity to acquaint 
himself with its people and prob- 
lems. 


Many presidents now find it helpful 
to have a few well-trained specialists 
such as economists, operations re- 
search experts and publicists on their 
personal staff. Such officers may go 
under a variety of titles, but they can 
all be classed as assistants-to. This 
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is a useful practice as long as the staff 
remains small. However, when as- 
sistants-to begin to acquire staff of 
their own, it is well to consider 
whether the functions they are per- 
forming should not be made part of 
some established department's re- 
sponsibility, or set up as a separate 
department on an equal footing with 
other departments in the organiza- 
tion. At least in this way the battles 
that often develop between the “col- 
lege boys” and the “operating men” 
are fought on a fair and square basis, 
without one side having the special 
advantage that goes with being part 
of the president’s office. 

There is also, of course, the assist- 
ant-to, sometimes referred to as an 
administrative assistant, whose func- 
tion is mainly to keep the papers 
moving, arrange appointments and set 
up meetings. This is basically secre- 
tarial-type work, and most good secre- 


taries, given the opportunity, could 
do it quite adequately. No great 
harm is done by using the more im- 
posing title, however, as long as the 


incumbent does not start issuing 
orders on his own. 

Using the assistant-to position as a 
training ground for future line officers 
is a sound practice. It is unlikely 
that such a person will be of any real 
help to his boss while working under 
this arrangement, but he wiil be in 
a good position to observe and learn, 
and hence acquire background that 
will equip him for assignment to a 
position of responsibility elsewhere 


in the organization. 


Personal Influence of Leader 
Emphasis in the past has been on 
techniques and specialties, the scien- 
tific side of management. But, in- 
creasingly, people are beginning to 
realize the over-riding importance of 
active leadership if the full fruits of 


THE CANADIAN CHARTERED ACCOUNTANT, SEPTEMBER, 1961 


technological advance are to be 
achieved. It is quite possible that 
over the next decade the emphasis 
will swing back to the art side of 
management with the dominating 
problem being leadership and how to 
provide it. While there is much to be 
learned about this, one fact is fairly 
clear: the kind of leadership that 
people in business need cannot be 
provided when communication is 
largely through assistants and assist- 
ants-to. 


Dean Acheson, in a stimulating 
article “Thoughts About Thought in 
High Places” in which he discusses 
the U.S. presidency, has this to 
say: “Even being present to see and 
hear the chief give his decision meets 
a fundamental, almost primitive, need 
of the staff. Confidence in leadership, 
loyalty to the processes of govern- 
ment, require first of all belief that 
commands put out in the name of the 
chief not only are, but authentically 
appear to be, his. 


“The curse of leadership has always 
been the major-domo, the chamber- 
lain, the chief secretary, the favorite— 
usually envied and disliked — who 
emerged from the Presence with the 
Word. But whose word was it? Did 
it have that authority behind it which 
demanded obedience, or would a plot 
or a protest, a discreet leak by “unim- 
peachable” sources to the press or to 
the Hill — if that is not tautological— 
upset itP In a city where, since the 
Gettysburg address, few public men 
have written their own utterances, 
one should not underestimate the im- 
portance of the chiefs announcing, 
explaining and, on occasion, discuss- 
ing his decisions in the presence of 
his staff.” 


These views ring true whether the 
subject is the U.S. presidency or busi- 
ness organizations. 











The Chartered Accountant Looks 
At the Smaller Company 


CAMERON K. MACGILLIVRAY, F.C.A. 


THE LIMITED company has become a 
popular form of business in Canada 
today. The day of large single pro- 
prietorships and partnerships is over. 
The existence of large potential 
legal liabilities, the incidence of 
taxation and death duties and the 
problems of succession make it irra- 
tional to conduct sizable businesses 
in that way. Even one-man busi- 
nesses frequently find it most prac- 
ticable to be incorporated as pri- 
vate companies. The offices of the 
various provincial secretaries and of 
the federal Secretary of State have 
been flooded for several years with 
applications for incorporation. With 
the expansion possibilities inherent in 
the country’s growth and an owner's 
normal ambition to enlarge the size of 
his operations, most smaller businesses 
have tended to grow larger and, in 
growing, have adopted the corporate 
form. The terminology, “a smaller 
company”, is meant to indicate an in- 
corporated business employing ap- 
proximately 20 to 80 persons, and 
whose internal management team 
does not exceed five. If appropriate 
figures could be compiled, they would 
show that a very large part of the 
total commercial business of this 


country is conducted by smaller com- 
panies. 


More Challenging Opportunities 


There is room for strong argument 
that the practising chartered account- 
ant meets more challenges and de- 
rives more satisfaction in serving the 
smaller companies than in handling 
engagements for the mammoth corp- 
orations or the very small business 
enterprises. It is doubtful that such a 
small management group can be ex- 
perts in all fields of the company’s 
operations. The chartered account- 
ant should be able to provide profes- 
sional assistance and sound advice in 
determining corporate policies and 
contribute in a significant measure to 
the company’s success. Moreover, in 
a large corporation, the most import- 
ant and hazardous period of its de- 
velopment has already taken place; 
while in the very small company, it 
is basically a one-man enterprise and 
the size of its operations and limited 
resources do not provide the chartered 
accountant with the fullest and most 
gratifying opportunity to make far- 
reaching improvements. Policy-mak- 
ing and change in the very large 
organizations tend to be slow and 
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ponderous, while in the smaller com- 
panies there is more flexibility. 
Thought can be converted into action 
more speedily. 


Introduction to Management 

The chartered accountant’s first 
view into the operations of a smaller 
company comes, usually, with his ap- 
pointment to the going concern as 
auditor and tax consultant, but often 
he has been associated with it from 
its inception and has been in a posi- 
tion to observe its early growth. Pos- 
sibly he has known it first as a single 
proprietorship or partnership and has 
taken an active part in planning its 
incorporation. He will have worked 
closely with the proprietor or princi- 
pal shareholders and have been in a 
position to appreciate their personal 
capabilities and deficiencies and to 
learn the broader problems and rami- 
fications of the business and the plans 
for further growth. The audit func- 
tion will involve more detailed check- 
ing, as usually less reliance can be 
placed upon internal control. Cer- 
tainly, no internal audit department 
will exist to minimize the time spent 
on audit routines. Consequently, as 
auditor, he, or his assistants, will 
spend considerable time on the books, 
records and vouchers and probably 
acquire a close understanding of the 
company’s office routines and staff 
problems. The preparation of its an- 
nual financial statements requires par- 
ticularly careful consideration, as 
usually the one form of statements is 
used for presentation to the manage- 
ment, shareholders, taxation authori- 
ties, bank, credit referees and others— 
although not to the public. Unusual 
items may be given less orthodox and 
more personalized descriptions. For 
example, the use of individuals’ names 
or the address of real estate on the 
statements might be more helpful, in 





THE CANADIAN CHARTERED ACCOUNTANT, SEPTEMBER, 1961 


some instances, than the mere show- 
ing of stereotyped general terms. The 
inclusion of a statement of sources 
and application of funds is particular- 
ly helpful. 


The minute book, shareholders’ led- 
ger, share transfer register and such 
books of record frequently will be 
given less attention by the smaller 
company and will often need to be 
entered properly and brought up to 
date, with the auditor being the party 
who first discovers such deficiency 
and the logical person to rectify it. 
All this tends to bring him into closer 
contact with management and the 
shareholders. It follows, as a natural 
course, that he is in a particularly 
good position to gain their confidence 
and frequently is asked for his opin- 
ions and advice. He often becomes 
their accounting and financial con- 
sultant. 


Assistance on Taxation 


The area in which his advice is 
sought at first is frequently that of 
taxation — and here he is particularly 
competent to be of assistance. The 
saving of comparatively small amounts 
of tax dollars is of importance to a 
growing concern which has many 
demands on its working capital. The 
minimization of taxes by all legal 
means is an accomplishment which is 
particularly pleasing to most manage- 
ments. In the smaller companies, 
there are few shareholders as a rule, 
and recourse can be taken readily to 
the provisions of Section 105 of the 
Income Tax Act providing for the dis- 
tribution of part of corporate sur- 
pluses to shareholders at the very low 
15% rate of tax. Certainly, the smaller 
companies are the ones which most 
frequently take advantage of this tax 
saving procedure for shareholders. 
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Management Services 


With his detached and independent 
viewpoint, an observant chartered ac- 
countant will see other aspects of the 
business in which he thinks improve- 
ment can be made. His ideas for im- 
provements in operations are general- 
ly appreciated by executive officers. 


A field in which he may observe the 
need for planning is in the failure to 
arrange for a smooth succession in 
management personnel. There is a 
tendency in small and medium-sized 
enterprises to accept the capacities of 
the present executives in meeting day- 
to-day problems, giving insufficient 
thought and action to providing for 
staggered ages and the training of 
rising young men to take over top 
responsibilities when the older men 
retire. This trend in the auditor's 
thought leads to others in the same di- 
rection, such as the probable need for 
company-owned or other life insur- 
ance on certain key executives, and 
the personal estate problems of the 
principal owners of the company’s 
shares arising from their non-liquid 
nature. These shares, nevertheless, 
will be considered to have a high 
value in the eyes of the assessors of 
succession duties and_ inheritance 
taxes. Where two or more persons are 
involved in management, the insur- 
ance may be supplemented by a “buy- 
sell” agreement so that eventually the 
survivor(s) will have the opportunity 
of purchasing the shares owned by 
the deceased as well as the necessary 
funds, and the estate of the dead 
shareholder will be assured of a fair 
price for his shareholdings which 
otherwise might be difficult to sell. 
The chartered accountant may be an 
important party to this arrangement 
as his valuation of the shares may be 
specified or taken as the basis of 
settlement. 


As the chartered accountant be- 
comes familiar with more of the prob- 
lems of each such company, he finds 
that those in authority are likely to 
ask him for an increasing amount of 
assistance. He may be asked to give 
his opinion on the effectiveness of the 
accounting personnel, to advertise for 
suitable additions to the staff, select 
acceptable candidates and recom- 
mend certain appointments. Thus, 
the field of supplying the company 
with management consulting services 
continues to widen. 


Specialized Areas 


The chartered accountant should 
confine his advisory services to the 
areas in which he is thoroughly quali- 
fied. The opportunities which he sees 
for betterment of the company’s op- 
erations are often outside his profes- 
sional experience. Part of his audit 
routine for most companies includes 
an examination of their insurance 
policies. Here he may observe in- 
surance plans which are not co-ordi- 
nated or aspects of the insurance that 
do not give adequate protection. By 
suggesting that a competent insurance 
expert be called in, he will be doing 
the company a real service. In sub- 
sequent conferences on insurance he 
will be able to make valuable contri- 
butions on such aspects as employee 
fidelity bonds and loss of profits insur- 
ance. Similarly, he may be responsible 
for suggesting the use of suitable 
consultants for labour problems, as- 
sisting if needed in the compiling of 
data to be used during negotiations; 
or he may see the advantage of 
having the company engage other 
experts in the fields of market re- 
search, plant efficiencies, the training 
of salesmen, product research and 
improvement, advertising, packaging 
and other highly-specialized areas. 
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Most successful managements, of 
course, do not have to rely on their 
auditors or chartered accountants to 
point out all the deficiencies and short- 
comings in the operation of the enter- 
prise. They are competent to observe 
zones of inefficiency, under-develop- 
ment or other circumstances requiring 
attention and it may be only occasion- 
ally that the chartered accountant will 
discern situations not being given ade- 
quate thought. There are so many 
and diverse demands on the time of 
corporate executives that important 
tasks are frequently neglected. In 
certain circumstances, however, these 
executives might find it of real ad- 
vantage to engage outside consultants 
or their own auditors merely to com- 
plete such projects as they lack the 
time to carry out themselves. It can 
prove much more profitable than leav- 
ing the job undone over a vital period. 
For example, a general manager who 
found his time heavily absorbed in 
the nuisance of litigation and perform- 
ing the more important duties of his 
assistant who was temporarily in the 
hospital, might delegate to the sales 
manager and the company’s auditor 
the task of determining the economics 
and feasibility of manufacturing and 
marketing a completely new product 
which their specialty market was open 
to receive. If prompt intelligent ac- 
tion were not taken, the market for 
that product might be lost to others. 


The directors of many small com- 
panies make the mistake of not seizing 
opportunity when it is offered due to 
indecision or uncertainties which are 
not resolved. Others ask the advice 
of their friends or psuedo-specialists 
who are not particularly concerned 
or experienced in the matter. It is 
important that particularly competent 
advisers be used on all major matters, 
as it is false economy to do otherwise. 
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Financial Consultant 


The chartered accountant can be of 
great assistance to the smaller com- 
pany in its financial affairs. This in- 
volves planning for the future, which 
is always a welcome relief from the 
historical recording and interpreting 
which require so much of an account- 
ant’s time. The preparation of bud- 
gets and cash forecasts is often allo- 
cated to him and his ability to explain 
them intelligently is usually much ap- 
preciated. Many accountants are 
asked to take part in the banking side 
of the business, preparing required 
statements, entering into negotiations 
for credit and generally maintaining 
the company’s relationship with its 
bankers on a sound footing. Fore- 
casting costs, break-even points, the 
financial feasibility of expansion, the 
net effects of price changes and the 
like also present absorbing problems. 
There has been a greater tendency in 
recent years for the smaller companies 
to acquire small subsidiaries of their 
own, or to become associated in some 
respects with other companies, or to 
disassociate themselves, (due to 
changes in taxation and the modern 
nimbleness of business enterprise), so 
that the need for an experienced ac- 
countant and tax adviser is accentu- 
ated in such cases. In many other 
aspects of finance, the chartered ac- 
countant is competent to help man- 
agement and finds rewarding satis- 
faction in this sphere. However, in 
situations involving the buying and 
selling of smaller companies, he 
is particularly in his element and the 
activity in acquisitions of such com- 
panies by investors and the large cor- 
porations has expanded greatly in 
recent years. The determination of 
a fair and reasonable price under the 
circumstances often involves the 
opinion of a chartered accountant. He 
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must make a careful evaluation of 
the shares of the company, using a 
high degree of the skill and science 
for which the profession is noted. 
The determination of past and antici- 
pated earnings and the value of 
goodwill probably will be necessary 
in the process. Most chartered ac- 
countants find that their work, when 
involved in consummating the sale or 
purchase of a company, is fascinating. 
Opportunities for such work with the 
smaller companies are increasingly 
common today. 


Automation 


When automated data processing 
was introduced as a new concept to 
the business world, it was generally 
felt that this was an approach to re- 
cord making and bookkeeping — of 
practical value to only the very large 
business institutions. With the rapid 
development of many new types of 
data processing equipment, punched 
card and punched tape applications, 
technical refinements in machines and 
programming procedures, and the es- 
tablishment of convenient data pro- 
cessing centres, opportunities for the 
practical use of mechanical data pro- 
cessing in the smaller concerns have 
widened considerably. In this field, 
the chartered accountant should re- 
alize the inherent possibilities and 
practical benefits of such equipment 
and the related techniques for certain 
smaller companies. It may be left to 
the business machine companies or 
the processing centres to install the 
machines, but it is important that the 
chartered accountant be kept care- 
fully informed of the arrangements 
contemplated so that he will be in a 
position to approve their general prac- 
ticality, efficiency, economy and over- 
all completeness. 


Conclusion 


Young chartered accountants who 
have recently graduated and are not 
particularly attracted to remaining in 
professional practice may well look 
at the smaller company as providing 
the field of opportunity most intrigu- 
ing for their future careers. The per- 
sonal characteristics and desires of 
many are not suited to the cold, calm, 
impersonal demands of big business, 
the extensive periods away from home 
and family which may be required, or 
the repression of individuality. In the 
smaller company, they will most likely 
find closer, more friendly associations 
with fellow employees, a_ higher 
morale and a keener appreciation of 
each other’s contributions to the suc- 
cess of the organization. The old 
adage of the larger toad in the small 
puddle may well apply. The pros- 
pects for success may also be more 
attractive, because the young chart- 
ered accountant will be “in on the 
ground floor” and should prosper 
and hold a very important position 
if the company increases substantially 
in size. It is much easier for a con- 
cern with annual sales of $1 million 
to double or triple its sales or net 
profits, than it is for a corporation 
with sales of $50 million. The lever- 
age of expansion is much stronger, 
although conversely, of course, de- 
clines and reverses have a more 
serious impact. In Canada’s expand- 
ing economy, the opportunities for 
growth are tremendous and the strides 
made by many of the smaller com- 
panies have been spectacular. 


From the viewpoint of the chartered 
accountant in public practice, the 
smaller company offers the most 
prolific source of work, highly varied 
and challenging problems, opportuni- 
ties to supply his services as a finan- 
cial and management consultant and 
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close association with those who own 
and operate the business. The chances 
of sizable growth for such companies 
encourage him with the prospects that 
his medium-sized clients may become 
very large some day and that he will 
prosper indirectly with them. All 
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in all, he finds that the importance of 
the smaller companies in the business 
world, the unlimited opportunities 
which they afford him, and _ their 
many other advantages, create a field 
as attractive as any other open to his 
profession. 


(H)air of Fantasy! 


Some time ago one of our typists removed a lock of her hair and 
put it into an envelope, intending to send it to her husband who was 
then in the army. She never did so, however, and the envelope was 
used recently when remitting a payment to the Collector of Taxes. 
Dealings with the Inland Revenue are naturally of a formal nature 
but the collector’s reply in this instance was like a breath of fresh 
air and it was so amusing that we thought you might care to reprint 


it in The Accountant. 


‘I was very touched by the lock of hair enclosed in the 
envelope, and for one fleeting moment I indulged in the fantasy 
of imagining that someone loves me. Being, however, somewhat 
realistic, I sorrowfully came to the conclusion that such a 
romantic expression was not intended for a mere “tax-gatherer”. 
and in order not to deprive the rightful recipient, I reluctantly 


return it herewith.’ 


When we acknowledged the collector’s letter, we referred to the 


matter as follows: 


‘I would also like to thank you for having returned to us the 
lock of hair which was inadvertently enclosed in the envelope, 
and I would apologize for any disappointment that this may 
have caused you. I was pleased to see, however, that you did 
not assume that this was a subtle way of indicating that we felt 
that we were being fleeced, and I am pleased to say that the 
lock of hair has now been returned to the original owner.’ 





G. M. Beale, A.C.A., 
“Correspondence” in 
The Accountant, July 15, 1961 
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The Common Market — 


Its Meaning for Canadian Trade 


THE European Economic Community 
(or Common Market), which came 
into formal being at the beginning 
of 1958, has in most respects exceeded 
its founders’ fondest hopes. The six 
member countries — France, West 
Germany, Italy, Belgium, the Nether- 
lands and Luxembourg — _ have 
whittled down the trade barriers be- 
tween them at a much faster rate than 
was originally planned. Internal trade 
within the group has soared, their 
economies have moved from strength 
to strength, and both business and 
governments have increasingly been 
framing their plans upon the expecta- 
tion of continued integration. 


And yet, not all has been smooth 
sailing. Some of the most crucial as- 
pects of the Common Market pro- 
gramme have still not been settled. 
In addition, the aura of political un- 
certainty which has hovered over the 
programme from the start has, if any- 
thing, heightened. And the question 
of what kind of relationship may be 
established with other European 
countries, and especially with the 
United Kingdom, remains as baffling 
as ever. 


In such circumstances, it is clearly 
unwise to build up too definite or 
rigid an idea of what the Common 
Market will mean to Canada. Cer- 
tain general implications are reason- 
ably plain, and will be indicated in 
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the following remarks. But perhaps 
the most important aspect of the 
whole situation lies in the very lack of 
firm and fixed arrangements, and in 
the opportunities which this offers 
Canada to play a constructive role in 
furthering not only her own particular 
interests but also the broad goals of 
peace and economic expansion in the 
Western World. 


The European Renaissance 


A remarkable rebirth of economic 
vigour and of political and cultural 
vitality has occurred in the six Com- 
mon Market countries over the past 
10 or 15 years. Since 1948, the total 
volume of production in these coun- 
tries has more than doubled (as com- 
pared with increases of around 50% in 
the United States and 60% in Can- 
ada). Their competitive position in 
world markets has been firmly, and 
perhaps embarrassingly well, re-estab- 
lished. Their reserves of gold and 
foreign exchange have been abund- 
antly rebuilt. Along with these eco- 
nomic accomplishments, the six coun- 
tries have shown striking advances in 
other fields such as product styling, 
motion pictures, music and political 
enterprise. 

Many factors have contributed to 
this European renaissance — not least 
being the decision made four years 
ago to undertake the Common Mar- 
ket programme of integration. How- 
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ever, there is sometimes a tendency to 
over-emphasize the importance of this 
specific move and to overlook the fa- 
vourable international background. 
The whole process of economic 
growth and rising competitive strength 
in Europe may, in truth, be said to 
have got its start under the far-sighted 
and cooperative aegis of the Marshall 
Plan; and the pervasive spirit of eco- 
nomic and defence cooperation which 
extended through many international 
organizations relieved the European 
economies of many restraining pres- 
sures which they might have felt in 
the areas of government finance, of 
trade and the balance of payments. 


Along with the process of industrial 
reconstruction and growth, moreover, 
has come the development, really for 
the first time, of a mass consumer 
market in most of the European coun- 
tries. In addition, there have been 
certain special aspects of the post- 
war rebuilding in Europe, which have 
both fostered rapid improvements in 
productivity and also tended to re- 
strain the advance in wages — thus 
making upward cost pressures in 
Europe less severe than in other coun- 
tries. Meanwhile, the advances in air 
transport and television have been 
aiding Europe’s receipts from both ex- 
ports and tourist travel, while the fan- 
tastic development of missiles and 
nuclear weapons has dramatically re- 
duced Europe’s special vulnerability 
to an outbreak of war, and thereby 
opened the way for increasing inflows 
of external capital. 


Favourable reactions to the initial 
stages of the Common Market clearly 
have contributed to the rapid eco- 
nomic expansion in Europe, but at the 
same time the prosperous economic 
conditions have facilitated, and in- 
deed accelerated, the process of inte- 
gration. The whole atmosphere has 
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been one of widening horizons, of new 
enterprise and initiative, and of grow- 
ing strength and confidence. 


Progress in the Common Market 


At its inception in 1958, the Com- 
mon Market envisaged basically three 
things: (1) the gradual abolition of 
all tariffs and other trade restrictions 
on internal trade among the member 
countries; (2) the gradual establish- 
ment of a common external tariff to- 
wards all outside countries; (3) the 
gradual harmonization of economic 
and social policies under a set of Com- 
munity institutions which could form 
the basis for an eventual political 
union. The transition period was to 
last 12 to 15 years. 


The first actual adjustments of trade 
barriers, which were made at the be- 
ginning of 1959, included a 10% reduc- 
tion in tariff rates upon internal trade 
and an appreciable enlargement of 
quantitative import quotas, again up- 
on internal trade. In principle, how- 
ever, any tariff cut which left the in- 
ternal rate above that of the antici- 
pated common external tariff was 
“generalized” — i.e. extended to all 
major trading partners outside the 
‘Six’. At the same time, existing quota 
restrictions against dollar imports 
were being liberalized by individual 
member countries. 

During 1960, decisions were taken 
to accelerate the whole timetable of 
the Common Market and, in addition, 
the first significant elements of trade 
discrimination began to appear. In- 
ternal tariffs on industrial products 
were reduced by a further 20% in two 
stages, and only part of these cuts 
were “generalized” to outside coun- 
tries. Arrangements were made, 
moreover, to carry out a further 10% 
to 20% cut at the end of 1961, making 
it possible that a reduction of 50% in 
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total would be achieved three years 
ahead of the original schedule. 


Finally, during 1960, the big task 
of working out the complex details 
of the eventual common external tariff 
was largely completed. In recogni- 
tion of the special session of GATT 
tariff negotiations which began in 
September, a provisional 20% reduc- 
tion in the common tariff schedule 
was proposed, and accordingly at the 
start of this year the first major ad- 
justment towards the new common 
tariffs amounted, in general, to rough- 
ly one-third of the difference between 
existing tariffs on outside products 
and the new reduced common sched- 
ule. 

For the most part, these tariff 
changes against external products in- 
volved reductions in previously high 
French and Italian rates and increases 
in previously low German and Low 
Country rates. They also added sig- 
nificantly to the degree of discrimina- 
tion against outside countries, and 
complaints have been made about 
the numerous qualifications and ex- 
ceptions to the general “averaging” 
process supposed to be the basis for 
the new common tariff. On the other 
hand, it should be noted that the uni- 
lateral 5% revaluations of the German 
Deutsche mark and the Dutch guilder 
early in March 1961 should go a con- 
siderable way toward offsetting the 
effects of higher German and Dutch 
tariffs upon outside producers. The 
subsequent French action in giving 
immediate effect to tariff cuts pre- 
viously scheduled for the end of 1961 
should have similar results. 


The Common Market countries 


have also made considerable progress 
in phases of integration other than 
tariffs and quotas, in particular the 
freeing of movements of capital and 
labour and in setting up the basic in- 


stitutions of the Community. In still 
other respects, however, real difficul- 
ties have been encountered. Propos- 
als to harmonize anti-cartel regula- 
tions, for example, have aroused op- 
position in business quarters, and the 
working-out of a common energy 
policy has been hampered by dis- 
agreements about the treatment of oil 
imports from various sources. 

Without doubt, the two most crucial 
areas of difficulty have been those of 
agriculture and of the Community’s 
political goals. There can be little 
question of the common desire for a 
unified agricultural policy, but differ- 
ences about details of policy and 
about the timing of necessary adjust- 
ments, continue to be very great. The 
problems of accommodation with out- 
side countries are, of course, even 
greater. Meanwhile, the long-term 
political objectives of the Common 
Market have been clouded by the pro- 
posals of General de Gaulle for a kind 
of confederation in which the separate 
national governments would play an 
active and important role. This is in 
contrast with earlier thinking, and 
with much of the institutional de- 
velopment in the Community, which 
has involved an appreciable element 
of “supranationalism”. 


Common Market and Commonwealth 

These two problem-areas (agricul- 
ture and political goals) for years 
have been crucial considerations also 
in British thinking about the Com- 
mon Market. Despite a strong and 
growing desire for closer participa- 
tion in the vigorous economic expan- 
sion on the Continent, the United 
Kingdom has traditionally been re- 
luctant to merge its political sov- 
ereignty with continental countries in 
any major way. The system of ag- 
ricultural protection in Britain (based 
on free market prices and “deficiency 
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payments” to farmers) is fundament- 
ally different from that in Common 
Market countries (involving high farm 
prices and more direct protection 
against imports). 

Related to both of these considera- 
tions and also extremely important, 
of course, has been Britain’s special 
economic and political relationships 
with the Commonwealth. During the 
past year, however, the pressures 
within Britain itself and the less defi- 
nite situation in the Common Mar- 
ket with respect to agriculture and 
long-term political objectives, have 
brought the United Kingdom into 
more serious negotiations with the Six. 


In the early period of formation of 
the Common Market, Britain had 
hopes of establishing a broad Euro- 
pean free trade area, encompassing 
the Common Market as one unit. 
Members would reduce trade barriers 
among themselves, but retain their in- 
dividual tariff schedules toward out- 
side countries. Negotiations for such 
an arrangement broke down in late 
1958 and subsequently the U.K. 
agreed with six other countries (Nor- 
way, Sweden, Denmark, Switzerland, 
Austria and Portugal) to form the 
European Free Trade Association 
(EFTA — or Outer Seven). The basic 
format of this group, too, has been 
free trade within and separate tariff 
schedules without, and by the middle 
of 1961 internal tariffs on industrial 
products will have been reduced by 
30% — the same amount thus far 
achieved within the Common Market. 


In blunt truth, however, EFTA has 
proven a disappointment to Britain 
and other members, more particularly 
because of the inability to work out 
any kind of “bridge” between the Six 
and the Seven. Thus, early in 1961 
the British Government publicly indi- 
cated its willingness to join the Six 





(if provisions could be made regard- 
ing agriculture and Commonwealth 


products) and also stated that it 
would have no objection to discus- 
sions between the Six and overseas 
Commonwealth countries about re- 
ductions in the tariff preferences 
which British exports have for a long 
time enjoyed in those countries. 

The new U.K. position “put the fat 
in the fire” so far as Canada is con- 
cerned. For though no one knows 
just how negotiations will work out 
between Britain and the Six (there 
are pressures for and against on 
both sides), the possibility of some 
kind of agreement now seems more 
and more likely. Whereas neither 
EFTA nor the Common Market by 
themselves appeared to represent a 
severe threat to Canadian trade, the 
prospect of one large European group 
including the United Kingdom has 
raised many more immediate ques- 
tions. 


Key Interests of Canadian Trade 

In 1960, Canadian exports to Bri- 
tain amounted to $915 million, and 
those to the Common Market to some 
$440 million — the aggregate of over 
$1,350 million, accounting for close to 
26% of total Canadian exports and 
comparing with close to $3 billion 
going to the U.S.A. In both of these 
overseas markets, the most important 
Canadian commodities in 1960 includ- 
ed wheat, five basic mineral products 
(aluminum, nickel, copper, asbestos 
and iron ore), a rising volume of syn- 
thetic rubber and a sizeable quantity 
of primary iron and steel (reflecting 
temporary strains on European ca- 
pacity ). 

In the new trading arrangements 
being established in the Common 
Market, Canada’s main concern has 
been about wheat and aluminum. The 
agricultural programme of the Six 
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threatens to spread a high degree of 
protection to producers throughout 
the region, along with efforts to en- 
courage more efficient production. 
Canadian wheat, which to date has 
had distinct advantages in the Euro- 
pean market because of its good mix- 
ing qualities, may thus come under 
increasing pressure in years ahead, 
and so may other Canadian farm 
products. On the other hand, growth 
of consumer incomes, shifts in the na- 
ture of consumer demands and im- 
provement of farming efficiency may 
lead to new export opportunities. 


Growth and technological progress, 
encouraged by the move towards a 
large integrated market, should also 
pave the way for increasing sales of 
the major Canadian mineral exports 
to Europe, together, perhaps, with 
newer industrial materials such as syn- 
thetic rubber and plastics. For most 
of these products, Common Market 
tariffs are low or non-existent. For 
aluminum, however, the proposed 9% 
or 10% common tariff threatens to limit 
seriously the share of Canadian 
aluminum in the anticipated further 
sharp expansion in Common Market 
consumption. Provision for specified 
import quotas at a lower tariff rate 
may assure the continuance of existing 
sales arrangements, but does little to 
help increase them. 


Even without the proposed Com- 
mon Market tariff on aluminum, new 
competition for Canadian producers 
might arise out of growing aluminum 
capacity in France and in African de- 
pendencies. The same is true for 
synthetic rubber and perhaps for 
other materials as well. In most of 
these commodities, however, Canada’s 
competitive strength is comparatively 
great. Canada is, in general, not so 
well favoured in most products of 
secondary manufacturing, and here 


the development of the Common Mar- 
ket raises a challenge to Canadian 
sales not only in Europe but also in 
Canada and in other markets. 


Key Question Marks 

In the event that there should be 
some link-up between Britain and the 
Common Market, the nature of Can- 
ada’s problems would probably not be 
much different, though their magni- 
tude (at present at least) appears 
greater because of the large volume 
of Canadian exports to Britain. The 
key question-marks again would be 
with respect to agricultural products, 
aluminum, and manufactured goods. 
Beyond this, of course, there is the 
general issue of Commonwealth pre- 
ferential entry which on many prod- 
ucts is still important, despite a sub- 
stantial narrowing during the postwar 
years. For certain Canadian exports, 
like nickel and asbestos, entry into 
both the U.K. and the Common Mar- 
ket is duty-free, and consequently 
they raise no problem. A number of 
other major products, however, cur- 
rently enter the U.K. duty-free but 
face a duty in the Common Market. 
For these items (which include news- 
print, aluminum, lead and zinc metal, 
wheat, wheat flour, barley and _ to- 
bacco) special arrangements would 
have to be made either by estab- 
lishing specified import quotas by 
exempting these items from the U.K.- 
Common Market deal, by reducing 
the Common Market tariff rates on 
them, or by some other solution. 


In the realm of manufactured 
goods, the prospect of a disappear- 
ance of preferential entry for Cana- 
dian goods relative to those from the 
Common Market, and in some cases 
the establishment of reverse prefer- 
ences, is particularly _ irritating. 
Through most of the postwar period, 
the advantages of preferential tariffs 
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for such Canadian goods entering the 
U.K. were largely nullified by quota 
restrictions imposed because of dol- 
lar shortages. Since 1958, however, 
these restrictions have mostly been re- 
moved and Canadian sales have in- 
creased in encouraging fashion. But 
manufactured products still account 
for only a small part of present Can- 
adian exports to Britain, and Canada’s 
competitive position in them is af- 
fected by many factors besides that 
of preferential tariff margins. 


Some Broad Considerations 

British entry into the Common Mar- 
ket will, in the final analysis, depend 
upon decisions of the countries di- 
rectly concerned. The Common- 
wealth preferences, however, are con- 
tractual arrangements. If action by 
the United Kingdom meant the end 
of these preferences and a loss in Can- 
adian trade, Canada would be free to 
withdraw the concessions she has 
granted to the United Kingdom. Simi- 
larly, Canada has the right under 
GATT to seek compensatory tariff 
changes if the net effect of the new 
common tariff of the Six demonstrably 
involves higher barriers against Cana- 
dian exports. 

At present, however, when many 
uncertainties still exist, both about the 
Common Market programme and 
about U.K. entry into the Six, such 
legalistic discussion can be carried 
too far. In assessing net effects, more- 
over, it is undoubtedly appropriate, 
as many observers suggest, to bring in 
the factor of growth. If economic ex- 
pansion in Britain, for example, 
should be accelerated by closer asso- 
ciation with the Six, this in turn would 
stimulate imports from outside coun- 
tries, especially of industrial materials. 
The same, of course, may be said of 
the Common Market itself. In addi- 
tion there is the practical question 
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that readjustment of Commonwealth 
preferences might be used for nego- 
tiating more favourable trade terms 
with Europe or the United States. 


In all of this welter of specific in- 
terests, there are two broad consid- 
erations deserving of special empha- 
sis. The first of these is related to the 
great speed of technological and po- 
litical change in the world today — 
one of the most encouraging of the 
changes being the amazing new vi- 
tality in Europe. In such a swiftly 
moving world, Canada must be pre- 
pared to make some changes too, and, 
to adapt herself to the reality of the 
new conditions. There is much that 
Canada can contribute in a construc- 
tive way towards the continuing 
trade negotiations in Europe. To do 
so will almost certainly require that 
this country puts forth particularly 
helpful ideas or considered trade con- 
cessions to the countries concerned. 


Along with this readiness to ad- 
just, there is the over-riding need to 
preserve and strengthen the economic 
and strategic ties among the western 
countries. In recent months, the 
United States has taken the initiative 
in a number of moves aimed at en- 
couraging more cooperative efforts to 
deal with short-term capital flows, 
broader aid programmes for less de- 
veloped countries, specific commodity 
agreements, and trade discussions 
about world markets for textile prod- 
ucts. With such USS. initiative, and 
with the varied pressures in the Euro- 
pean countries, the pattern of trade 
arrangements in Europe is still open to 
a good deal of modification. In ad- 
dition, there seems to be in Europe a 
growing current of thought favouring 
further liberation of trade. The task 
for Canada and all concerned is to 
make the most of these opportunities 
for trade expansion. 
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Evaluating the 


LOUIS J. 


Jorn Dean says “Planning and con- 
trol of capital expenditures is the 
basic executive function since man- 
agement is originally hired to take 
control of stockholders’ funds and to 
maximize their earning power.” How 
do we evaluate this “use of capital” 
which is the basic executive function? 
There are many different methods 
tailored to different purposes, com- 
panies and industries. 


First, it is necessary to define the 
capital we are talking about. If, for 
example, we are speaking of the total 
stockholders’ funds and are trying to 
evaluate the efficiency with which a 
management is using them, we should 
use the concept of “return on funds 
invested”. Why is this? It is because 
the market-place determines the value 
of money. For example, if funds are 
invested at par in prime Government 
of Canada bonds, say 4%’s, December 
1, 1962, the gross yield is 4%%. Thus 
the “return on funds invested” before 
taxes is 44%. This is exclusive of the 
complex problems and responsibilities 
of operating a business. At slightly 
more risk, those same funds could be 
invested in corporate bonds or mort- 
gages to yield a gross return of ap- 
proximately 7% before taxes. 


What is meant by “funds invested”? 
This can be looked at in two ways. 


Use of Capital 


SMITTEN 


“Funds invested” can be defined as 
the net worth of the business or the 
stockholders’ equity, or it can be de- 
fined as the net worth of the business 
plus any outstanding long-term debt 
such as bonds or bank loans. The 
reasoning for the second approach is 
that the capital raised by a bond is- 
sue or bank loan is just as available 
to the management for use as is 
capital raised by an issue of stock. 
Therefore, to measure the efficiency 
of the operating management, we 
should use total funds available. 


Two Approaches 


One problem is that when using 
total funds available as the yardstick 
instead of equity capital, a very cap- 
able management which uses its bor- 
rowing power to build up leverage to 
generate more “dollars of profit” is 
penalized when compared with a less 
astute management which refuses to 
use debt capital to avail itself of op- 
portunity, but rather blindly looks 
only at the percentage return. Let us 
compare the two approaches. 

For example, if $100,000 of capital 
is invested at a return of 10%, or $10,- 
000, and there is an option to borrow 
an additional $100,000 at a cost of 6% 
to reinvest at a possible return of 10%, 
then the effect of borrowing or not 
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Example 1 
USING TOTAL FUNDS AVAILABLE 
A B 

No Borrowing Borrowing 
NMR MEMNNRERRE ere ores soe oe aad na $100,000 $100,000 
INTEND athe oh ee i ae ak curios — 100,000 
UNUUNNNENR Shek NYE Od ere Ct aan cin cl iioy aeons ok $100,000 $200,000 
NN oh eS eet i Al RUD a lcoreitenws de 10,000 20,000 
RON 55 oes snacacsis boas ecient isk Basha _ 6,000 
Net return PR eerie eal macacnycecee tir wr eA 5. $ 10,000 $ 14,000 
ip 8 BT) NS Se Born SE Pc eR 10% 7% 

Example 2 
USING ONLY EQUITY CAPITAL 
A B 
No Borrowing Borrowing 

UU INE = Via isos cpons Sv eke $100,000 $100,000 
RMIEOWOG CARIRL ....5..50205:00croccsssocesecenessenee $100,000 
Return on borrowed capital .................... 10,000 
Cost of borrowed capital ......................06 6,000 
Net return on borrowed capital ............ 4,000 
Return on equity capital ......00.00.000000.0000.. 10,000 10,000 
MEI PREIRNS Rie re i oes UO LS $ 10,000 $ 14,000 
SRR RI RISIR 55 5S sey is caescaasievaduaw thors 10% 14% 


borrowing may be compared as shown 
above: 


In example 1, using total funds 
available as the base, “A” manage- 
ment which does not use the option 
to borrow has a return of 10% on total 
funds available, but only contributes 
$10,000 of profits before taxes. On 
the other hand, “B” management, 
which exercises its borrowing option, 
has a lower return of 7%, but con- 
tributes $14,000 to profits. In example 
2, using only equity capital and can- 
celling out all liabilities against assets, 
“A” management has a 10% return, or 
$10,000; while “B” management has a 
14% return, or $14,000. Thus, “B” 
management has obviously accepted a 


greater risk in exercising the respon- 
sibility of management, and the re- 
sults are illustrated by both dollars of 
profit and the rate of return. 


The base to be employed in calcu- 
lating a return on investment must be 
clearly defined and understood by all 
concerned in evaluating the use of 
capital. 


Return on Funds Employed 


Return on funds employed is an- 
other method that is used in evaluat- 
ing the use of capital. This eliminates 
from the calculation those funds that 
are not actually employed in the 
business. For example, if the normal 
cash requirements of a business are 
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$100,000 and the business has on hand 
$500,000, the $400,000 surplus cash 
would not be considered as being 
“employed” even though it is part of 
the funds “invested”. In determining 
the base funds employed against 
which to compute the return, only 
$100,000 of cash would be included. 

This approach is most commonly 
used when evaluating a division or a 
plant of an organization when that 
division or plant does not have sole au- 
thority to invest the $400,000 surplus 
cash in the business, but rather must 
submit a proposal to another level of 
management for approval before the 
money may be invested. In this case, 
the cash figure to be used as the basis 
for calculating the return is usually 
arrived at by a formula, such as a cer- 
tain percentage of yearly sales. The 
surplus funds may be transferred 
at any time to another plant or di- 
vision if this is desirable from a corp- 
orate viewpoint. 


Factors of Distortion 

A factor that can distort compari- 
sons of return on funds invested is the 
age of the equipment in the plant or 
division. If the net book value of 
capital assets is used in a plant or di- 
vision where the assets are quite old 
and have been fairly well depreciat- 
ed, the capital base would be quite 
low when compared with a new plant. 
Granted that the newer plant would 
be more efficient and would have 
lower operating and maintenance 
costs, there are times when the saving 
created by technological improve- 
ments are not great enough between 
old and new equipment to offset the 
increase in expenses due to increased 
charges for depreciation. This, to- 


gether with the increased investment, 
can result in a lower return. Some 
companies use gross or replacement 
value in determining their funds in- 
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vested to try to avoid the differences 
caused by using net book value. 


Another distorting factor is the 
question of leasing versus buying 
equipment. An evaluation of two 
comparable plants or divisions, one 
of which leases a great deal of its 
equipment while the other owns its 
equipment, will give quite different 
answers. The reason is obvious. The 
plant committed to leasing appears to 
have kept its capital base lower than 
the plant committed to buying its own 
equipment. The leasing plant, having 
a lower capital base, will show a 
higher rate of return even though it 
earns the same total dollars of profit 
as the plant that buys its own equip- 
ment. 


This can come about for a variety 
of reasons. A shortage of capital, for 
example, may cause a management to 
lease equipment which it needs urg- 
ently. The number and dollar value 
of profitable capital projects available 
for investment may exceed the funds 
available for investment. If the risk 
is low and the return is high, it may 
be desirable to enter a leasing ar- 
rangement rather than forgo addi- 
tional profits. 


For example, a plant or division 
manager may submit a request for 
capital funds to buy a piece of equip- 
ment that he feels confident will re- 
duce his operating costs. However, 
his request is denied for a variety of 
reasons. One of these may be that 
the calculated return on the funds in- 
vested in this equipment may be be- 
low the corporate goal or that other 
more profitable investments may be 
made with a higher priority, and the 
limited cash available makes it impos- 
sible to approve all projects. Being 
concerned with the profitability of his 
plant or division, he then proceeds to 
lease the equipment because there is a 
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definite saving over the cost of the 
lease that will increase his profit dol- 
lars; his investment account will not 
show this equipment as an asset, and 
it is not included in his funds invest- 
ed, thus reducing his base and im- 
proving his return. 


To overcome these problems, some 
companies take the approach of 
not using the book value of the cap- 
ital assets in the funds invested base. 
Rather they operate on the basis that 
all capital assets are leased to the op- 
erating plants and divisions, and a 
formula is used to determine the ren- 
tal value. Conversely, some compan- 
ies place an appraised value on all 
assets including leased items, and they 
eliminate depreciation from their cal- 
culations. 


It is evident that a great deal of 
thought and judgment must be used 
in selecting the basis for determining 
funds invested. Once the decision is 
made and understood, it should not 
be changed without good reason, or 
the comparisons will be meaningless. 


Capital Expenditures 


In evaluating the use of capital for 
capital projects, there are some other 
interesting differences. Some com- 
panies calculate a return based on 
only the out-of-pocket expenditures 
necessary for a capital project and use 
only the incremental income in evalu- 
ating the merits of such an invest- 
ment. This approach has much to be 
said in its favour because the two 
items being considered are definitely 
measurable. If a certain action is 


taken by a company, it will be out of 
pocket by a certain sum of money, as 
the result of which, however, it will 
obtain an incremental income and be 
in pocket by a certain sum of money. 
The incremental return is used to de- 
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termine the merit of the expenditure. 
Distributed costs are not used. 

Another approach in the case of a 
capital expenditure that is made for 
expansion is to include additional 
working capital, inventory, etc. on an 
estimated basis, along with the cap- 
ital expenditure, to determine the 
total funds employed, and then to cal- 
culate the incremental income as a 
return on that total investment. There 
are also variations of these two 
methods. 

Sometimes capital expenditures 
must be made even though a financial 
return cannot be calculated as clear- 
ly as in the foregoing examples. It 
is often necessary to make capital ex- 
penditures for safety and convenience, 
fire prevention or standby equipment, 
in order to prevent unwarranted costs 
from occurring. This capital expendi- 
ture is in the nature of insurance, to 
prevent a liability rather than to in- 
cur a direct saving. Nonetheless it is 
equally important. 


Methods of Evaluation 


The methods used in evaluating 
capital expenditures are many and 
varied. One of the simplest is known 
as “pay out” or “pay back”. This is 
the length of time it takes to get the 
investment back. In order to calcu- 
late “pay back”, one must use a “profit 
after taxes” figure plus depreciation. 
The examples shown on page 257 
illustrate this calculation. 

In the following example, looking 
at two possibilities for investing $100,- 
000 and calculating the length of time 
it takes to get the money back, if one 
project would return the money in 
two years and the other project 
showed a five-year return, the obvious 
inclination would be to favour the in- 
vestment that pays back in two years. 
However, in this calculation the life of 
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INVESTMENT $100,000 
5-Year Payback 


Ist year 2nd year 


3rd year 4thyear 5th year 


15,000 20,000 30,000 
oo 10,000 15,000 
15,000 10,000 15,000 
15,000 15,000 15,000 
30,000 25,000 30,000 
45,000 70,000 100,000 Payback, 5 yrs. 


2-Year Payback 


Profit before tax ........ *( 15,000) _ 
AOR: LO) aisiscccsecceess _ _ 
Profit. after tax. ............ (15,000) 
Depreciation (15%) .... 15,000 15,000 
Profit + depreciation 

(cash flow) _...... _ 15,000 
Profit +- depreciation 

(cumulative) _...... —_ 15,000 

Ist year 2nd year 

Profit before tax ........ $100,000 40,000 
Taxes (S08) civsisissssiss. 50,000 20,000 
Profit after tax ............ 50,000 20,000 
Depreciation (15%) ...... 15,000 15,000 
Profit + depreciation 

(cash flow) .......... 65,000 35,000 
Profit + depreciation 

(cumulative) _...... 65,000 100,000 


* Brackets denote loss 
** Tax loss carryover 


the project must be considered. The 
project with the two-year pay back 
may only have a life of two years, and 
a good deal of time and effort has 
been invested just to get the money 
back without any return on the invest- 
ment. The project with the five- 
year pay-back might have a life 
of 15 or 20 years, and after the pay- 
back period there would be a sub- 
stantial return on the investment. The 
prime weakness of this method lies in 
not estimating the life of the project. 


Another method commonly used is 
the bookkeeper method. In this case, 
if $100,000 was invested and the life 
of the investment projected to be ten 
years, and over that ten-year period 
there was a book profit of $100,000 
or an average of $10,000 a year, the 
relationship of the $10,000 average 


payback, 2 yrs. 


return to the $100,000 investment 
would give a return of 10%. 


The next method is called the 
average book method. In this case, 
using the same figures as in the pre- 
vious example, an investment of $100,- 
000 yields an average income of $10,- 
000. If the investment has a ten-year 
life and is depreciated at 10% a year 
on a straight line basis, or $10,000 
per year for ten years, the average in- 
vestment would be $50,000. Thus 
each year, due to the depreciation re- 
turn, there is a cash flow of $10,000 
available for reinvestment. By using 
the average investment of $50,000 to 
the average income of $10,000, there 
would be a return on investment of 
20%. 

In the foregoing examples, it will 
be noticed that the average earnings 
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over the ten-year period are em- 
phasized. This is true in both the 
bookkeeper and average book meth- 
ods. No value is placed on time; the 
time value of money is not taken into 
account. To exaggerate this dimen- 
sion, supposing we were considering 
two projects, both of which called for 
a $100,000 investment and both of 
which had total earnings of $100,000 
over a ten-year period, or average 
earnings of $10,000 per year. How- 
ever, there was a slight difference in 
these two projects. One project earn- 
ed $55,000 in the first year and $5,000 
per year in the subsequent years. The 
other project earned $5,000 per year 
for nine years and $55,000 in the 
tenth year. Which project is the 
better buy? Naturally, the project 
delivering the $55,000 in the first year 
would be the more beneficial. 


The next method is the investors’ 
method, more commonly known as 
the discounted cash flow. This meth- 
od is presently getting a good deal of 
attention in print. It is also a method 
of some controversy, and the contro- 
versy appears to be based on two 
factors. One is its seeming complex- 
ity; the other is that it takes into con- 
sideration the time value of money 
which the previous methods do not. 
The present value of some future in- 
come must be determined. In other 
words, the investors’ method states 
that a dollar of income received today 
is of more value to the recipient than 
a dollar of income received five years 
from now. 


To illustrate the principle involved, 
a simple question may be asked: How 
much should be paid today for de- 
livery of $1,000 one year from today? 
Ten years from today? Anyone 
would be willing to invest more for 
the $1,000 payable in one year than 
for the $1,000 payable in ten years. 
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The reason is, of course, that the 
$1,000 received in one year plus the 
interest earned could be reinvested 
for the intervening nine years while 
it would be necessary to wait ten 
years in the second case before having 
an opportunity to reinvest. Money on 
hand today is worth more than money 
received in the future by the amount 
that the money could earn in the in- 
tervening period. 


The principle of “discounted cash 
flow” may be illustrated by using a 
simple mortgage on a home as a 
corollary. Everyone is familiar with 
the home mortgage that has a peri- 
odic payment of a fixed amount cover- 
ing the payment of both the principal 
and interest and eventually, magical- 
ly, perhaps, if one keeps up the pay- 
ments, liquidates the principal and 
leads to a mortgage-burning cere- 
mony. In this case, while the pay- 
ment is a fixed amount, the portion 
of the payment which goes to prin- 
cipal and interest changes with each 
payment. This is inevitable because, 
as the principal is reduced, the in- 
terest payments are also reduced, 
thus allowing more of the payment to 
be applied to the principal. 


Look at the example, however, from 
the point of view of the mortgagee. 
He is going to invest his money, say, 
$5,000, and wants a 5% return on 
what he has invested. He must cal- 
culate, as shown in the table (p. 259), 
the single periodic payment that will 
liquidate the mortgage in five years. 


In this example, the investment, in- 
terest rate and life of the project were 
known factors. The payments neces- 
sary to liquidate the project over its 
life were calculated. In year 1 
$5,000 was invested for one year; at 
the end of that year the interest due 
was $250. The amount available for 
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Annual 

Year Investment payment 
1 $5,000 1,155 
2 4,095 1,155 
3 3,145 1,155 
4 2,147 1,155 
5 1,099 1,155 


Principal Interest 
payment payment Rate 
905 250 5% 
950 205 5% 
998 157 5% 
1,048 107 5% 
1,099 56 5% 





the principal was $905. This left a 
balance of $4,095 invested. At the 
end of the second year the interest on 
the $4,095 was $205, leaving $950 
for the principal, and so on until the 
last payment liquidated the balance 
of $1,099. There is no question about 
the return on the investment being 5% 
each and every year. 

Now let us take a $5,000 capital in- 
vestment in a business. The basic dif- 


ference is that we have to estimate 
the life of the project, say, five years. 
Next we have to estimate the earnings 
and depreciation to arrive at the cash 
earnings over the five-year period. For 
simplicity, it will be assumed that 
there is no residual value at the end of 
five years. If there were a residual 
value, we would treat it as income in 
the sixth year. Now let us substitute 
some headings in the previous table: 





Cash 

Year Investment earnings 
1 $5,000 1,155 
2 4,095 1,155 
3 3,145 1,155 
4 2,147 1,155 
5 1,099 1,155 


The investment is recouped in 
pieces over the life of the loan. Just 
as with a mortgage, the earnings 
should be related only to the resi- 
dual investment to determine the in- 
come rate. What happens is that the 
cash earnings are taken as they ac- 
crue, and the discount rate at which 


Apply to Return on 
investment investment @5% Rate 
905 250 5% 
950 205 5% 
998 157 5% 
1,048 107 5% 
1,099 56 5% 


the earnings liquidate the investment 
over its estimated life is determined. 

To put it another way, the present 
value of each year’s cash income must 
be determined by using the discount 
rate that will liquidate the original 
investment as illustrated by the table 
below: 


Year Total earnings 5% discount factor Present value 
1 $1,155 0.9524 1,100 
2 1,155 0.9070 1,048 
3 1,155 0.8638 998 
4 1,155 0.8227 950 
5 1,155 0.7835 905 


$5,001 
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For example, the present value of 
the fifth year’s income of $1,155 using 
a 5% discount factor is $905. This 


Present value 
Sth year income 
Ist year $ 905.00 x 
2nd year 950.25 x 
3rd year 997.75 x 
4th year 1,047.64 x 
5th year 1,100.02 x 


It is easy to see why this is often 
called the “investors’ method”. It is 
flexible. It can take each year’s fore- 
casted income and any residual value, 
and determine its present value accur- 
ately. The yearly incomes can vary 
substantially, and this method will 
handle it. It will also calculate the 
cost of the money for the investment 
period before it starts to produce in- 
come. Projects with high early in- 
come, level income, high late in- 
come or irregular income are evalu- 
ated accurately. 

This method is realistic. It focuses 
attention on the actual flow of cash in 
and out of the company and forces 
consideration of the life of the asset. 
It computes the interest return on the 
net investment for the time it is in- 
vested. 


Methods and Means 

There are many reasons for evaluat- 
ing the use of capital, and there are 
many methods. Some reasons are: 
1. As a stockholder, to evaluate the 





THE CANADIAN CHARTERED ACCOUNTANT, SEPTEBER, 1961 





allows for the compounding effect of 
interest on interest as shown by the 
table below: 








Discount Interest 
rate earned 
$905.00 
5% interest = 45.25 $ 45.25 
950.25 
Se. == 47.50 47.50 
997.75 
5% = 49.89 49.89 
1,047.64 
5% = 52.38 52.38 
1,100.02 
os = 55.01 55.01 
$1,155.03 


overall efficiency of the manage- 
ment in employing company funds 
profitably. 

2. As top management, to evaluate 
the efficiency of division and plant 
management in the profitable em- 
ployment of corporate funds. Also 
to assist in establishing corporate 
capital budgets. 

3. As division and plant manage- 
ment, to justify the capital budget 
and recommendations for spend- 
ing company funds for capital 
equipment. Also to determine the 
merits of leasing versus buying 
capital equipment, or making 
versus buying components. 


The means of evaluation are to use: 

Total funds invested, or net worth. 

2. Total funds invested plus long- 
term debt or bank loan. 

3. Funds employed to evaluate a di- 
vision, plant, or a piece of the 
business. 

4. Replacement value of equipment 


= 
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to arrive at funds invested or em- 
ployed. 

5. Estimated rental value for all 
equipment instead of book value. 

6. Appraised value of all assets in- 
cluding leased items, and eliminat- 
ing any distortion due to different 
depreciation rates. 

7. Out-of-pocket capital expenditures 
versus incremental income. 

The following are the methods 
which have been discussed: 

1. Pay-back method which tells us 
how long it takes to get our cap- 
ital investment paid back. 

2. Bookkeeping method which eval- 
uates the amount invested and the 
average return. 

3. Average book method which eval- 
uates the average investment, 
allowing for depreciation, and the 
average return. 

4. Investors’ method which estimates 
the life of the project, and deter- 
mines accurately the present value 
of each year’s forecasted income. 
It is the method that places a 
time value on money, and com- 
putes the interest return on the net 
investment for the time it is in- 
vested. 

When to apply the different meth- 
ods depends on the objective. There 
may be times, for example, when a 
simple pay-back calculation will 


suffice to give the information need- 
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ed. If a project has a relatively long 
life and gives a pay-back of two or 
three years, that may be all the in- 
formation required. On the other 
hand, if there is the problem of select- 
ing one or two projects out of many, 
and the return or pay-back requires 
close, accurate calculation, then cer- 
tainly the investors’ method should 
be used as this is the most accurate. 


No definite guideline for selection 
of a particular method to be used in 
a specific situation may be provided 
here. However, whenever there is a 
question between two or more pro- 
jects, the investors’ method should be 
used for comparative purposes. This 
article has attempted only to create an 
awareness of a very complex subject. 
It is the author’s opinion that these 
basic steps should be followed: 

1. Clearly state the objective when 
evaluating the use of capital. 

2. Establish the capital base to be 
used when evaluating the overall 
efficiency of an operation. 

3. Establish a standard procedure 
for determining the content of 
funds invested or employed for 
evaluating a specific capital pro- 
ject; establish the life of the pro- 
ject; establish the expected annual 
income from the project. 


These steps will enable manage- 
ment to select the method best suited 
for evaluating the use of capital. 





Financial Management of 


Advertising Agencies 


JOHN E. MULLEN, C.A. 





WHILE ADVERTISING can be traced back 
more than three thousand years, the 
advertising agency is a relatively 
modern development. The first de- 
finite record of an advertising agent 
in the United States was in 1841. 
Canada’s first independent agency 
was founded in 1889. It purchased 
space in newspapers at wholesale 
rates and resold it to advertisers at 
retail rates. The advertising business 
in Canada has experienced pheno- 
menal growth in a relatively short 
period of time. In 1959, 122 agencies 
placed $254,146,000 in advertising for 
their clients, an increase of 193% over 
the $86,942,000 placed by 75 agencies 
in 1949. 


Advertising agencies today com- 
prise teams of highly trained special- 
ists, all experts in their field, each of 
whom is interested in the motivations 
of people’s buying habits. 


Dual Role 


The advertising agency functions in 
a dual capacity, as counsellor on ad- 
vertising and merchandising matters 
and as agent. The agency must have 
a working knowledge of the client’s 
industry, but it must also become 
thoroughly familiar with the client’s 
business. A detailed study of each 
new client’s sales and merchandising 
policies is undertaken by the agency’s 


marketing, research and creative per- 
sonnel. After all the pertinent infor- 
mation is obtained and coordinated, 
an advertising plan is prepared for 
client approval. Up to this point the 
agency has been acting as counsellor. 
When the plan has been approved 
by the client, the agency creates ad- 
vertisements for newspapers and 
magazines, purchases newspaper and 
magazine space, radio and television 
time, billboard and transit space, on 
behalf of the client. 

While the agency is acting as agent 
in placing advertisements on behalf 
of its clients, it becomes primarily 
liable for all commitments for space, 
time or production materials. For 
this reason it is most important to 
examine carefully the credit rating 
of each new client and to be con- 
stantly watching for indications of 
financial difficulty. 


Sources of Revenue 

The agencys main source of 
revenue is the commission allowed 
by media, usually 15% of the billing 
price to the client. When orders are 
placed by an agency, the media in- 
voices the agency at the gross rate 
less agency commission. The agency 
charges its clients the gross rate, pays 
the media the net amount and retains 
the commission as remuneration for 
its services. 
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Since the agency’s principal revenue 
is based on the amount spent by its 
clients rather than on time or effort 
expended by the agency, it is im- 
portant for it to work out an under- 
standing with each client specifying 
the services covered by the commis- 
sion income. The agency normally 
agrees to: 

(a) Study the client's market and re- 
commend the best methods of 
reaching that market. 

(b) Create advertising ideas and 
write the copy in one language. 

(c) Recommend advertising sched- 
ules. 

(d) Contract with newspapers and 
magazines for space, with radio 
and television stations for time 
and with outdoor and transit ad- 
vertising companies for space. 

(e) Check advertisements, pay media 
and bill clients. 

(f) Generally supervise the entire ad- 
vertising program. 

The service that an advertising 
agency performs for a client is always 
designed to meet the requirements of 
that particular client. This will vary 
with the size of each client’s adver- 
tising appropriation and also, to some 
extent, with the advertising personnel 
in the client’s office. Advertising 
agency management must be con- 
stantly alert to each client’s service 
requirements. The service required by 
certain clients, although normally per- 
formed in consideration of commis- 
sions received, may be out of pro- 
portion to the income from the ac- 
count. A frank discussion between 
agency and client must be held to 
arrange a service fee which will per- 
mit the agency to make a normal 
profit on the account. 

Before commencing any assign- 
ment involving the expenditure of 
time or funds, which does not fall 


within the services covered by the 
15% commission, client approval must 
be obtained on a service fee which 
will provide a fair return. If an agency 
is to be financially successful, all ser- 
vices must be paid for by its clients, 
either through the 15% commission or 
by a fee. 

Another important source of re- 
venue of an advertising agency is the 
2% cash discount allowed by certain 
publications for payment in accord- 
ance with their terms. According to 
industry statistics, net cash discount 
earnings for 1959 amounted to .39% 
of commissionable billings. The fact 
that net profit before taxes amounted 
to only 1.17% of commissionable bil- 
lings emphasizes the value of cash 
discount earnings and indicates the 
importance of prompt collection of 
accounts receivable in order that 
funds may be on hand permitting 
payment before discount date. 

Some advertising agencies operate 
their own art studios and produce 
artwork used in clients’ advertising. 
If this material were purchased from 
outside suppliers, the gross price 
would be charged the client, the 
agency retaining the 15% commission 
as its gross profit. When material is 
produced in the agency’s own shop, 
a charge is also made, based on either 
the estimated value of the work pro- 
duced, or on the time expended by 
the artists. It follows, therefore, that 
a method must be set up to record 
time spent on each job. Since most 
agencies aim to recover the salaries 
and overhead of their artists, account- 
ing records must be maintained to 
show revenue and expenses of this 
department. 


Recoverable Expenses 

Certain costs incurred by an agency 
are made specifically for a client and 
are recoverable on a “net cost” basis. 
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These include long distance telephone 
calls, express charges, travelling, etc. 
While the individual amounts are 
small, these costs, if not properly con- 
trolled and recovered, represent a 
serious drain on agency profits. 


Budgets and Budgetary Control 

Budgets and budgetary control are 
an essential part of any successful 
management function, including that 
of an advertising agency. It is funda- 
mental that a plan be developed for 
the agency as to how and when es- 
tablished objectives are to be reached. 
A budget is designed to indicate to 
management where the business is 
heading, how it is going to get there 
and what progress has been made to 
date. 

Once the budget has been de- 
veloped, control is exercised by (a) 
comparing performance with the plan, 
(b) analyzing and evaluating varia- 
tions from the plan, and (c) correct- 
ing variations. 

Promptly after each month end, 
operating statements are prepared 
comparing actual results with budget 
figures to date and providing explana- 
tions for significant variations. These 
statements should be in a simple, 
easy-to-read form, enabling top man- 
agement to obtain a bird's-eye pic- 
ture of the operation at a glance, 
without spending time searching 
through detailed schedules. 

Since advertising agencies are not 
capitalized to finance their clients’ 
advertising accounts, management is 
extremely interested in the inventory 
of work in progress at any given time. 
This inventory consists of purchases 
of advertising materials — artwork, 
photography, production costs — 
which have not been billed to clients. 
A report of work in progress is pre- 
pared monthly and shows for each 
client the jobs in progress, the date 
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each job was begun and expenditures 
made to date. On the basis of the 
information furnished, progress bil- 
ling may be arranged or corrective 
action may be taken, if required, to 
speed completion and billing of jobs 
which have been in progress for more 
than a reasonable length of time. 


Cost Accounting 

With the margin between total re- 
venue and total expense gradually 
decreasing, managements in general 
have found it necessary to examine 
their operations critically and to take 
positive corrective action. Advertis- 
ing agencies are no exception in this 
regard. One of the steps taken to im- 
prove operating results has been the 
installation of cost accounting. The 
object of cost accounting in an ad- 
vertising agency is to calculate the 
net profit or loss from handling each 
client’s account. 

Revenue statistics obtained for each 
account include commission earnings, 
cash discount earnings, art and in- 
ternal department recoveries, service 
fees and any other revenue. While 
accounting systems may vary in the 
amount of detailed information which 
is made available, gross revenue 
earned on each client’s account may 
be obtained from an analysis of bil- 
ling records. 

Operating expenses are segregated 
into several categories each of which 
should be allocated by clients on ap- 
propriate basis. 

Direct salary costs, i.e. client con- 
tact and service department person- 
nel, are allocated by client on the 
basis of direct time spent. The me- 
thods employed for allocating indirect 
department costs and administrative 
overhead to clients’ accounts may 
vary slightly from one agency to an- 
other. However, it is sufficient to state 
that each agency will examine its 
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indirect costs and decide on a basis 
which would provide the most equit- 
able allocation. No doubt, most Cana- 
dian agencies would be guided in 
establishing a cost accounting system 
by the book “Cost Accounting for Ad- 
vertising Agencies” by F. W. D. 
Campbell, B.Com., C.A., and publish- 
ed for its members by the Canadian 
Association of Advertising Agencies, 
Toronto. 

When revenue and expenses have 
been allocated to each client, the pro- 
fit or loss on each account is cal- 
culated. It is expected that a net 
profit before taxes of between 2% 
and 4% will be earned on each ac- 
count. If the profit on an account 
falls below these limits, action is re- 
quired to review the services given 
or set up compensating fees. 


Record Keeping and Control 


The financial control of an adver- 
tising agency consists primarily of 
processing thousands of pieces of 
paper, ensuring that for each item the 
client is billed, the publication, sta- 
tion or supplier is paid, and the 
agency receives its commission. The 
records maintained vary from one 
agency to another; small organiza- 
tions may prepare hand-written pur- 
chase, sales and disbursement records 
while larger ones will use “open item” 
or machine methods. 

Magazine and newspaper space is 
purchased for clients by the issuance 
of an insertion order. This is a multi- 
part form, including a copy for the 
checking department (to compare 
actual space appearing in the media 
with space ordered) and one or more 
for accounting, billing and paying. 
Proper control requires a system that 
will ensure the proper processing of 
each insertion order and provide a 
control figure to which the total of 


partly completed transactions must 
balance. 


Radio and television time-buying 
departments of the agency contract 
with stations for the purchase of time 
on behalf of clients. One copy of the 
contract is used in accounting both 
to control billing to clients and pay- 
ment of station invoices. 


One of the basic principles of 
agency operation requires that agency 
invoices to clients be paid prior to 
the date on which payment is due to 
the publication, station or supplier. 
This is relatively easy with regard to 
magazine or newspaper space and 
radio or television time. However, 
difficulty is sometimes encountered 
with regard to production materials, 
which may be handled in several 
different ways. Some agencies bill 
their clients each month for the work 
purchased on the clients’ behalf dur- 
ing that month; this method protects 
the agency's working capital and mini- 
mizes the accounting required. Other 
agencies bill as each stage of pro- 
duction is completed while others bill 
only when the job has been completed 
and the client is given the total cost 
in one invoice. 


A job-order docket system is usually 
employed regardless of which method 
of billing mentioned above is used. 
If billing is done from completed jobs, 
care must be taken to ensure prompt 
completion and billing of each docket. 
If a considerable amount has been ex- 
pended on a job which will not be 
completed for some time, it is custom- 
ary to arrange a progress billing to 
the client. 


As with other types of media, con- 
trol of production materials requires 
a method to ensure checking, ap- 
proval, billing and paying of each 
of thousands of suppliers’ invoices. 
Each item must be properly proces- 
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sed to ensure recovery from the client 
and payment to the supplier with the 
resultant earning of agency commis- 
sion. 

Some agencies arrange with their 
clients to bill, at the beginning of 
each month, a part or all of the 
month’s estimated advertising appro- 
priation; detailed invoices are pre- 
pared at the month end. This me- 
thod is most advantageous to the 
agency, making funds available in 
good time to handle the month’s pay- 
ments. 


Operating Expenses 

Since an agency has no product as 
such but only the ability of its per- 
sonnel to offer its clients, it follows 
that skilled staffs must be the agency’s 
principal asset. Naturally, salaries are 
by far the largest operating expense 
of an advertising agency, amounting 
to approximately 65% of gross revenue. 
Agency management must keep a con- 
stant watch on salary costs and make 
use of all available statistics regard- 
ing salaries in the industry. 

One valuable guide to agency man- 
agement in assessing the productivity 
of its own operation is the statis- 
tics on billing volume per employee 
prepared by the Canadian Association 
of Advertising Agencies and compared 
with similar figures reported by the 
Dominion Bureau of Statistics. 

With the growth experienced by 
agencies during the last ten years 
there have been few places on which 
to draw for qualified agency per- 
sonnel. The general practice has been 
to entice on the “more money” basis, 
with the resultant distortion of the 
relationship between various job clas- 
sifications and inflated salary costs. 
To combat this unfavourable trend, 
more young men must be recruited 
to learn the advertising business and 
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equalize the present unbalanced sup- 
ply-demand ratio. 

Other operating expenses must be 
continually scrutinized, compared 
with budget and corrective action 
taken where necessary to reverse un- 
satisfactory trends. 

The normal requirement of appro- 
val by an authorized department head 
before an expenditure is made must 
be part of the financial control of 
each advertising agency. Prior ap- 
proval must be obtained before mak- 
ing any commitment of an unusual 
nature. 

With the trend towards stock par- 
ticipation by key employees and the 
requirement of profits from which to 
pay dividends, as well as the need for 
accumulated earnings to handle in- 
creased volume, agency management 
has become increasingly interested 
in net profits. In order to maintain 
and, where possible, improve operat- 
ing results, a concentrated effort is 
required at all times to stop “profit 
leaks”. This requires the full coopera- 
tion of all agency personnel, particu- 
larly account executives, to ensure 
that all recoverable long-distance tele- 
phone calls, telegrams, travelling ex- 
penses, etc., are in fact recovered and 
that absorbed production is kept to a 
minimum. 

The preparation of a cost account- 
ing statement, the results of which are 
discussed with each account execu- 
tive, makes him more conscious of the 
costs incurred by him and of the re- 
sulting effect on profits. 


Accounts Receivable 


The agency should not act as bank- 
er for its clients; payments must be 
received from clients before remit- 
tances are due to media. Therefore, 
it must be impressed on each client 
that agency invoices are due within 
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ten days rather than the normal 30- 
day term. Prompt collection enables 
the agency to take advantage of all 
cash discounts, a most important 
source of agency revenue. 


Conclusion 
During the past few years, advertis- 
ing agencies have grown in number 
and stature; each year they spend 
many millions of dollars on behalf of 
their clients. Financial management 
and control may be divided into three 
broad classifications: 
1. Planning — to establish objectives 
and develop plans of agency oper- 
ation 


2. Negotiation with clients regarding: 
(a) Services to be provided as part 
of 15% commission arrange- 

ment 


(b) Other services to be provided 
on a fee basis 

(c) Recovery of out-of-pocket ex- 
penses 


3. Accounting control: 


(a) To insure receipt of all earned 
revenue 

(b) To control expenses 

(c) To effect prompt collection of 
accounts receivable and dis- 
bursement of funds 

(d) To check performance with 

budget and to report on pro- 
gress toward the target of 
operations for the period. 

In order to reverse the trend to- 
wards lower profits, agency manage- 
ment must plan each phase of opera- 
tion carefully and exercise rigid con- 
trol to ensure that actual results are in 
accordance with the plan. 


Accounting and Organization 


Accounting is, of course, an old, well-established and dignified 
profession. It has more than a century of traditional practice, is 
recognized by the law of the land in almost all industrialized coun- 
tries and provides a service to business enterprises and to the com- 
munity to which all are well accustomed. Like a respected maiden 
aunt living with a large family, it has become an accepted member 
of the business household, with its own rights and privileges, some- 
times rather a nuisance to the more boisterous of the children, but at 
other times offering a comforting bosom to a repentant sinner who is 
smarting from father’s attentions. Father is, of course, in this analogy, 


the legal profession. 


—L. F. Urwick in an address to the Institute of 
Internal Auditors, Montreal, May 1961. 











The Design of the Interim Audit 


PETER F, OLIPHANT, C.A. 





IN HIS YEARLY REVIEW Of a client com- 
pany’s records, the auditor has three 
aims: 

(a) to form an opinion on the finan- 
cial statements of his client; 

(b} to suggest changes in the client's 
procedures which will provide 
for better internal control, greater 
efficiency or cheaper performance 
of the necessary accounting 
work; 

(c) to detect fraud or misappropria- 
tion of assets in the areas coming 
under his notice. 

An auditor who ignores any of these 
aims will not serve either the public 
or his client in the way to which they 
have become accustomed, although 
the emphasis which he places on each 
will depend on the statute under 
which he is reporting and on the 
specific contract which he has with 
the client. In addition, to the extent 
that he feels competent to deal with 
such matters, he will find an oppor- 
tunity to make constructive criticisms 
of his client’s operating policies and of 
the manner in which they are carried 
out. 

The need for rapid production of 
audited statements at the year end has 
made it customary to divide the audit 
into two parts: a balance sheet audit 
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directed principally at verifying the 
year-end accounts and an interim or 
current audit when the auditor can, at 
his own speed, carry out his other, 
more general purposes. This article 
presents an approach to the current 
audit which has been found useful in 
practice. 


Planning 


The current audit must provide as 
quickly and efficiently as possible for: 
(a) an analysis of the system; 

(b) an evaluation of internal control; 

(c) a check of a sufficient number of 
transactions during the period so 
that the auditor can decide 
whether the system of internal 
control is working properly. 

The senior will find this is a con- 
venient order in which to plan the au- 
dit work. To him falls the responsi- 
bility for keeping time on the job to 
a minimum consistent with accept- 
able auditing practice. If the staff 
program permits, he should go to the 
client’s office ahead of the audit staff, 
study the systems and internal control, 
and prepare or revise the audit chart 
for use when his staff arrives. He will 
then have more time for the contin- 
uous supervision of the junior men, 
which is so essential to a good audit. 
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Becoming too involved in detailed 
checks of the records is bound to re- 
duce his capacity for a quick, flexible 
response to the questions and prob- 
lems of staff. Careful preparation is 
thus an essential part of the effective 
management of audit assignments. 


As we have seen, there are four sec- 
tions which must be studied: systems, 
internal control, audit checks and 
management auditing (a new name 
for the old task of understanding and 
criticizing the client’s business ap- 
proach). Each of these will now be 
considered in turn. 


Systems 

Systems analysis is placed first be- 
cause it must be carried out prior to 
any other work. Without understand- 
ing what documents are in use and 
how they are handled, the auditor 
cannot determine the effectiveness of 
internal control, and the construction 
of an audit chart is impossible. How- 
ever, if this is the only result of the 
work, it will have fallen far short of 
ideal performance. Systems analysis 
should lead to cooperating with the 
client to cut clerical costs or improve 
the efficiency of the accounting staff 
or its reports. 

Improvement can only be achieved 
when the senior on the job has the 
necessary training, personality and im- 
aginative resources. He must know 
how to analyze his findings, be able 
to elicit information without develop- 
ing antagonism, and have the ability 
to create new ideas. Obviously, these 
qualities are desirable in any activity 
which a public accountant may under- 
take, and systems work provides a 
ready ground for encouraging these 
traits. 

Unfortunately, systems work is not 
usually taught in accounting or au- 
diting courses, but the student can 
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readily find material to undertake the 
study required for mastering it. It 
comprises principally an understand- 
ing of the art of the interview, simple 
flow charting, and a general knowl- 
edge of the application and opera- 
tion of business machines and time- 
saving devices. With these tools an 
accountant should be able to prepare 
a creditable systems review file. For 
each major accounting function this 
file will probably contain samples 
of forms in use, a flow chart and 
narrative explanation of the flow 
chart. It will also likely contain 
copies of letters written to the client 
about his systems and materials used 
in the study of internal control. Once 
such a file is prepared, it must be re- 
vised regularly, but not necessarily in 
its entirety. Revisions should, how- 
ever, encompass all of a particular 
operation with the client’s office. If 
it can be arranged, a different mem- 
ber of the staff should do this work 
each time. This will ensure a fresh 
approach. 


Further, each new senior should be 
encouraged to find suggestions for im- 
proving the client’s system. 


Internal Control 

In its report “Generally Accepted 
Auditing Standards”, the Committee 
on Auditing Procedure of the Am- 
erican Institute of Certified Public 
Accountants requires, among other 
things, that “there is to be a proper 
study and evaluation of the existing 
control as a basis for reliance there- 
on and for the determination of the 
resultant extent of the tests to which 
auditing procedures are to be re- 
stricted”. This statement reflects al- 


most universal agreement that the 
study of internal control is of ut- 
most importance as a_ preliminary 
step to the work of actually check- 
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ing transactions. Without it, weak- 
nesses in control can be ignored, 
while transactions under almost per- 
fect control can be uselessly over- 
checked. 

The internal control questionnaire 
is a well-known means of arriving at 
an opinion on the quality of control. 
Many such questionnaires have now 
been published, and if a careful sys- 
tems analysis has been made, answers 
are easily supplied. Perhaps _ it 
would be wise to emphasize that an- 
alysis of systems is not the same as 
analysis of control, for control is only 
one aspect of an efficient system. 


Audit Checks 


Before actually preparing an audit 
program or chart, the systems and 
internal control reviews should be 
correlated. The chart must be writ- 
ten in terms of the transactions as 
they are related in the systems file. 
The number or percentage of transac- 
tions and the relative frequency of 
checks should be also determined on 
the basis of internal control. It is 
good to make reference in the systems 
file to weaknesses in control as shown 
by the internal control questionnaire 
so that, when the chart is prepared, 
allowance for these weaknesses may 
be made. 


Because the patterns of operations, 
systems and degree of internal con- 
trol of two clients are never the same, 
audit charts must not be stereotyped 
but must be made to fit the require- 
ments of each particular case. The 
audit chart is commonly a summary 
of checks to be performed on transac- 
tions within a given accounting area, 
e.g. bank disbursements or payroll 
preparation. Tests to be made are 
listed in a reasonable order. When 
the work is distributed to the staff, 
certain parts in each area may be 
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picked out and given to a senior ac- 
countant, while other parts may be 
given to a junior or clerk. As each step 
is completed, an initial is placed on 
the chart by the person performing 
the work. At the end of the job the 
senior reviews the chart to make sure 
that all steps have been initialled. 


Such a chart is easily prepared, but 
its usefulness in allocating work may 
be improved. Columns may be add- 
ed to provide a clear guide to the 
level of ability required for each step. 
There are also many advantages to a 
chart in which types of work normal- 
ly performed by one member of the 
team are grouped together under an 
appropriate heading, e.g. adds, post- 
ing checks, scrutinies. These group- 
ings not only supply the senior in 
charge with a complete list of steps 
which must be performed, as in the 
more common type of chart, but also 
give him automatically a work sched- 
ule which can be carried forward 
from year to year. Because each set 
of steps is related to the skills of a 
particular level of student or clerk, 
the chart greatly simplifies the dis- 
tribution of work among the staff 
members at each audit. Unfortunate- 
ly, such a plan of work is impossible 
unless the client’s records may be re- 
tained under the auditor's control for 
some time after the commencement 
of the work. 


No matter what kind of chart is 
used, it should show clearly and ac- 
curately beside each step the extent 
of the test to be made. No general 
rules governing this area of auditing 
have been laid down or suggested 
except tentatively in conjunction with 
some statistical sampling routines. 
This may be deplored by some, since 
the dictates of an individual’s judg- 
ment are most difficult to justify if 
justification in a court of law should 
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become necessary, but at the present 
time it appears to be inevitable. 


Equally important is the rule that 
every change in extent should be re- 
corded and a reason for the change 
given. Opinions that internal control 
has improved or weakened, or that a 
greater emphasis on a particular as- 


pect of auditing is desired, should be’ 


recorded in the systems or perma- 
nent file. 


Conclusion 


In the offices of most large clients, 
the internal control is adequately 
maintained and the records are 
known to be sufficiently accurate that 
an unqualified opinion on the finan- 
cial statements is expected, subject 
only to the year-end verification. This 
expectation will be reinforced if the 
auditor makes himself so familiar with 
the operations that he knows the 
“feel” of the company and can infer 
the form and content of the period- 
end statements from discussions with 
management and review of interim 
reports. When this is the case, the 
auditor feels he can often reduce the 
amount of detailed checking which he 
must do. 


This can only be done when ex- 
perienced staff accountants are avail- 
able on whose judgment a partner 
can rely. For their review of monthly 
statements, and for their scrutiny of 
the books of original entry and the 
ledgers, they must have the ability to 
pick out and note unusual entries or 
deviations from budget or average 
operating results. Clarification of 
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points arising in this phase of the 
audit should be first in the mind of 
the senior auditor. 


Secondly, the auditor will want to 
review with management failure in 
accounting routine or internal con- 
trol which audit checks have reveal- 
ed. From this will come specific 
plans for changes of staff or modifica- 
tion of routine which should be sum- 
marized and presented to manage- 
ment in a formal report. 

Thirdly, but of primary import- 
ance in relations with the client, will 
come consideration of changes in sys- 
tems which might be made to reduce 
clerical time or to streamline and 
make reporting techniques more ef- 
fective. 


These talks should be summarized 
in a report to management as soon as 
possible after the current audit work 
is completed. Since internal control 
and systems are so closely interrelat- 
ed, segregation of the two in the re- 
port is impractical and may be con- 
fusing, but the distinction should per- 
haps be drawn in general terms in the 
covering paragraphs. Such a report 
may take the form of a memorandum 
of discussions attached to a suitable 
letter in which the aims and limita- 
tions of current auditing practice are 
clearly spelled out. By this means 
the auditor can reach a clear under- 
standing with his client and still per- 
mit the chief accounting officer to 
make free use of a memorandum 
within the organization, without hav- 
ing to show all the covering para- 
graphs to his personnel. 


THe WorK OF THE RESEARCH 
CoMMITTEE 


Many of the major projects com- 
pleted by the Canadian Institute's 
Committee on Accounting and Audit- 
ing Research in the last two years 
have been discussed in this depart- 
ment as they occurred. However 
there has not been any general re- 
view of the activities of the commit- 
tee since September, 1959. As the 
intervening period has been a very 
busy one, such a summary seems 
desirable at this time. 


As has been the practice since the 
inception of the committee, the great- 
er part of the detailed work has been 
delegated to a working sub-commit- 
tee, formed largely of members from 
the Toronto-Montreal area. This sub- 
committee, since it is able to meet 
once a month, can handle much of the 
preliminary work of the committee on 
various projects. The committee as a 
whole is kept in touch with the work 
of the sub-committee’s projects and 
pronouncements and, as they near 
completion, are referred to the whole 
committee for final action — either by 
correspondence or at the annual meet- 
ing. 

It is obvious that the busy practi- 
tioners on the committee cannot carry 
out the detailed investigations and 
preparations which form the necessary 
basis for research work. As a result, 
the committee and sub-committee 
members confine themselves to the 
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consideration and discussion of speci- 
fic problems, leaving the background 
investigations and preparatory work 
to the permanent research staff. 


The vacancy in the position of re- 
search director, created by Professor 
Macpherson’s resignation in 1959, was 
filed in January, 1960, by R. D. 
Thomas, C.A. Mr. Thomas, unlike his 
predecessor, is a full-time employee of 
the Institute, although he divides his 
duties between research and his func- 
tions as executive secretary. Miss 
Gertrude Mulcahy continues in her 
position as research associate, as- 
sisted by Miss Grace Lew as research 
assistant. 


As in the past, the careful prepara- 
tory work performed by the research 
staff contributed immeasurably to the 
successful operations of the commit- 
tee. With the appointment of a full- 
time director of research at the In- 
stitute, and by relieving Miss Mulcahy 
from other responsibilities to allow 
her more time on research, the com- 
mittee has been able to broaden and 
deepen its activities. 


Research Bulletins 


Since the last general report of the 
Committee’s activities, three research 
bulletins have been issued. Most of 
the work on Bulletin No. 17, issued 
in October 1959, had been completed 
prior to the 1959 annual meeting so 
that the greater part of the commit- 
tee’s activities during the winter of 


272 











ACCOUNTING RESEARCH 


1959-60 was devoted to the prepara- 
tion of Bulletin No. 18, issued in 
August, 1960. This bulletin deals 
with “Qualifications in the Auditor's 
Report,” a matter that had caused 
great concern to the committee for 
several years. A number of surveys 
of existing practice, which had been 
made by the Research staff, revealed 
the existence of wide variations in 
the practice of Canadian auditors 
with regard to qualifications in their 
reports, as well as an alarming pre- 
valence of ambiguity and lack of 
clarity. In order to reduce or elim- 
inate this confusion, the committee 
decided to issue a bulletin on this sub- 
ject to supplement Bulletin No. 18, 
dealing with the unqualified form of 
report. 


Because of the great variety of sit- 
uations in which the need for qualifi- 
cations may arise, it was neither con- 


sidered practicable nor desirable to 
provide standard wordings for the ex- 


pression of qualified opinions. In- 
stead, the committee outlined in gen- 
eral terms the circumstances which 
most commonly prevent the auditor 
from giving an opinion without quali- 
fication or exception. Each of these 
typical situations was discussed and 
the method of dealing with such a 
situation in the auditor’s report was 


described. 


In the following year, the commit- 
tee began work on another bulletin, 
“Financial Statements of Unincorp- 
orated Businesses.” This bulletin deals 
with certain problems which are pe- 
culiar to unincorporated businesses— 
the treatment of assets and liabilities 
of the owner not used in the business, 
the treatment of owner's salary and in- 
terest, and the treatment of income 
taxes. Several drafts of the proposed 
pronouncement were considered dur- 
ing the year by the sub-committee, 
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and the committee as a whole gave 
final approval at its annual meeting 
in May 1961. The completed bulletin 
was released in July. 


Other Publications 


A major publication of the commit- 
tee during the last two years was the 
booklet, “Audit Reports — their na- 
ture and significance.” This booklet 
was designed primarily for the infor- 
mation of bankers and others respon- 
sible for granting credit, and was 
intended to promote a better under- 
standing among such groups of an 
auditor’s work and the significance of 
his opinion on financial statements. 


The booklet was the work of a 
special sub-committee which worked 
in conjunction with a representative 
of the Canadian Bankers’ Association. 
Work began on the project in the 
spring of 1959, and a_ preliminary 
draft was presented to the full com- 
mittee at its meeting in May 1960. 
After further revision by the special 
sub-committee and the research sub- 
committee, the booklet was issued in 
January, 1961. Copies were sent to 
all Canadian banks for distribution to 
managers and supervisory personnel. 


This booklet has been very well re- 
ceived, not only by the banks, but by 
other groups as well. More than 2,000 
copies have been sold to other groups 
and individuals, many of them outside 
Canada. A French edition is also 
available. 

Another major publication sponsor- 
ed by the research committee was the 
third edition of “Financial Reporting 
in Canada.” Work began on the ac- 
cumulation of data for this new issue 
shortly after the second edition was 
published in 1957. 

This Survey provides, like its pre- 
decessors, a series of tables summar- 
izing the financial reporting practices 
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reflected in the published accounts of 
300 Canadian industrial and commer- 
cial companies. In addition to the 
statistical tables, analyzing and sum- 
marizing the nature and frequency 
of various accounting practices and 
procedures, a substantial amount of 
textual material is provided — com- 
menting on the significance of the 
data, especially in cases where there 
appears to be significant deviations 
from accepted or recommended prac- 
tice. Practitioners appear to have 
found this publication very useful as 
a guide to general practice and as an 
indication of the way in which speci- 
fic situations have been handled by 
others with similar problems. The 
third edition covered annual reports 
for the years 1955 to 1958 inclusive. 


The accumulation and analysis of 
the financial data contained in the 
statements surveyed involves a tre- 
mendous amount of detailed work. 
This analytical work and the accom- 
panying comments are undertaken by 
the full-time research staff. 


Subsequent to the annual meeting 
of the full committee in May, 1960, a 
critical review of the third edition was 
undertaken in order to determine 
whether any changes or improvements 
should be incorporated in the fourth 
edition. As a result of this review, 
it was decided to make certain 
changes in the fourth edition in 
order to simplify some of the tabula- 
tions, to provide clearer segregation 
between those procedures which are 
recommended or accepted and those 
which are not, and to include data on 
some additional material not pre- 
viously surveyed. It was also decided 
to provide some illustrations based on 
actual published statements of high 
quality, and to eliminate some dupli- 
cations. Work on the fourth edition 
to incorporate these changes and to 
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cover the years 1957 to 1960 inclusive 
is under way and publication is ex- 
pected at the end of the year. 


Accounting Terminology 


One of the most popular publica- 
tions sponsored by the committee has 
been “Accounting Terminology.” This 
volume was first published in 1957 
and has been reprinted twice since 
that time. 

During 1960, the Institute of 
Chartered Accountants of Quebec 
produced a companion volume for 
the use of French-speaking members. 
This latter publication is not actually 
a translation of the English version, 
as it does not contain French defini- 
tions of the accounting terms but 
rather gives the French equivalent of 
the words defined and thus provides, 
in effect, a French index to the 
English version. 

When it appeared that a further 
reprinting would be required, con- 
sideration was given to the possi- 
bility of revising and expanding the 
work in order to provide a new and 
more extensive edition. Members of 
the profession were invited to submit 
suggestions and comments through 
announcements in this department 
during 1960, and work started on a 
new and enlarged edition toward the 
end of the year. A preliminary draft 
was prepared early in 1961 and, after 
parts of this draft had been discussed 
by the sub-committee, a complete 
draft of the revised version was pre- 
pared and submitted to members of 
the committee for review. When this 
review has been completed, the ap- 
proval of the whole committee will be 
sought. It is hoped that publication 
will be possible about January 1962. 
A copy of the preliminary draft has 
been sent to the Quebec Institute in 
order that a new version of the 
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French-English lexicon, “Termes 
Comptables” can be prepared. 

The new edition will be longer than 
the original and will differ consider- 
ably in its general approach to the 
selection of terms to be defined, and 
the way in which they are defined. 
Many of the additional words in- 
cluded will be ones which, although 
not strictly accounting terms, are fre- 
quently used by accountants. 

The preparation of this new edition, 
representing as it does an almost com- 
plete re-writing of the original plus 
the addition of a substantial volume 
of new material, has been a major 
project and will represent a signifi- 
cant contribution to Canadian ac- 
counting literature. 


Other Studies 


In addition to those portions of the 
committee’s work which have result- 
ed in publications issued or nearing 
completion, a number of other mat- 
ters have received consideration and 
study over the past two years. One 
of the most important of these is the 
work of the special sub-committee 
about reliance on other auditors. This 
sub-committee has been at work on 
the problems arising in this area since 
early in 1959. Serious problems were 
discovered in this study, especially 
those relating to the legal responsi- 
bilities of the auditor under such cir- 
cumstances. 

These problems have delayed com- 
pletion of this study, but it is now ex- 
pected that a draft pronouncement 
will be available for consideration by 
the standing sub-committee within the 
next few months. 

Another major study which has 
been underway for some time involves 
certain problems of accounting in the 
oil industry. An opinion on a pro- 
posed new approach to certain prob- 
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lems which arise in accounting for the 
exploration and production operations 
of oil companies was sought by the 
Ontario Securities Commission early 
in 1959. <A _ special sub-committee 
composed of members familiar with 
the industry was set up in Calgary to 
study this question. Although a reply 
was prepared on the specific question 
presented by the O.S.C. it was felt the 
whole accounting problem for oil and 
gas producing companies was in such 
an unsatisfactory state that further 
study was required. Accordingly, the 
special sub-committee was asked to 
continue its work. 

A considerable amount of time and 
effort has been devoted to this sub- 
ject by the special sub-committee 
since its original appointment, but no 
conclusions have been reached. In 
an attempt to expedite a resolution, 
the editor of this department has 
been engaged as a consultant to work 
with the sub-committee in Calgary. 

Several other current problems have 
also been considered by the commit- 
tee or by special study groups during 
the last two years. At the request of 
the National Energy Board, considera- 
tion was given to the acceptability of 
capitalizing interest during construc- 
tion of public utility facilities. Since 
it was gas pipelines with which the 
Board was specifically concerned, this 
question was referred to the special 
sub-committee on oil and gas prob- 
lems. After some study it was agreed 
the practice must be considered ac- 
ceptable. Consideration has been 
given to the possibility of pursuing 
this question further in connection 
with public utilities generally. 


Changing Money Values 


The committee continued to ac- 
cumulate data relating to the prob- 
lems of accounting for changing 
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money values. Papers were prepared 
and presented at the 1960 C.I.C.A. 
conference on this subject. Several 
articles have been published in this 
department, and further work is being 
done by some members of the com- 
mittee and the research staff. 


Consideration has also been given 
to some other topics, without any con- 
clusions being reached to date. The 
matters discussed have included: The 
meaning of “market” in inventory 
values; long-term lease financing; and 
the allocation of income taxes. This 
last question has been discussed on a 
number of occasions since the original 
issue of Bulletin No. 10 on the sub- 
ject but, as yet, it has not been found 
possible to issue a further statement. 


C.1.C.A. Conferences 


For the last few years the research 
committee has been responsible for 
several sessions at the annual C.I.C.A. 
conferences. The committee has tried 
to use these sessions as a means of 
informing the members of its activi- 
ties and of finding out their views on 
contentious topics. At the 1959 con- 
ference, discussions or presentations 
were held regarding the meaning of 
market, long term leases, Bulletin No. 
10, and the independence of the 
auditor. In 1960, the topics covered 
the changing value of the dollar, 
generally accepted accounting prin- 
ciples and the problems of oil ac- 
counting. 


The theme of the 1961 conference 
will be the international aspects of ac- 
counting and the session for which the 
research committee is responsible will 
therefore be devoted to a discussion 
of accounting principles by repre- 
sentatives of the United States and 
the United Kingdom. 
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Financial Post Annual Award 


The committee continues to be re- 
sponsible for the accounting evalua- 
tion of the financial statements enter- 
ed in the Financial Post’s annual 
award contest. In 1959, and prior 
years, this work was done by one 
member of the Institute on behalf of 
the committee. Since the volume of 
financial statements reviewed is sub- 
stantial, this was found to be too 
heavy a task. Accordingly, in 1960, 
the work was divided among several 
members of the committee. The same 
procedure is to be followed in 1961. 


Future Programme 

The committee spent a considerable 
part of its time at the 1961 conference 
reviewing the whole organization and 
emphasis of the Institute’s research 
programme. Many proposals were 
discussed and a general statement re- 
garding the method of carrying out 
future activities was prepared for 
submission to council. No basic 
change in the research programme is 
proposed, but it is hoped that by 
some changes in organization and pro- 
cedure, the work will be facilitated 
and more material will be made avail- 
able to members. 


The committee at its May meeting 
carefully considered which problems 
should be given priority in the forth- 
coming year. It was decided to deal 
with lease financing, bond discount 
and expenses, the meaning of “mar- 
ket” in inventory valuation, account- 
ing for pension costs, and contract 
and instalment sales. In addition to 
these topics, special study groups will 
continue or begin work on several 
other problems. These will include: 
“generally accepted principles of ac- 
counting”; statistical sampling; depre- 
ciation; and changing money values. 
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Edited by GEOFFREY H. WARD, C.A. 
Ward, Welch, Hall & McNair, Toronto 


Practiteoners Forum 


OTHER QUESTIONNAIRES 


The May column dealt with the 
usefulness of questionnaires general- 
ly and described one on internal con- 
trols for a small business. This month, 
examples of three other types of ques- 
tionnaires will be described in detail. 

The assistance of panel members D. 
B. Davis of Kitchener and D. A. Ross 
of Calgary, who reviewed the drafts 
of both columns, is gratefully ac- 
knowledged. 


Management Consulting 

This questionnaire has five sections 
of 10 questions, each headed — Gen- 
eral, Sales, Production, Finance and 
Accounting. Attached to the ques- 
tionnaire is a set of the latest annual 
accounts, any interim statements pre- 
pared since, and a table of three years 
comparative operating results. On 
the front a record is kept of: 

(1) The work done; namely, state- 
ments studied, table of comparative 
operating results studied, question- 
naire completed. 

(2) The action taken; namely, dis- 
cussions held, decisions made, letters 
written, and 

(3) The follow-ups made. This 
questionnaire is not intended for re- 
use, 


Instructions 
The following excerpts from the in- 
structions accompanying the question- 
naire indicate its nature and purpose. 
“Policy. A partner will decide when 


a survey of this nature is to be com- 
pleted. The main objective is to as- 
certain if the firm can render addi- 
tional services to the client or if there 
should be a change in the services 
currently rendered. The firm is 
looking for areas where it can be con- 
structive and helpful. Any additional 
services are to be offered only if they 
will be to the client’s advantage. 


“Procedure. This questionnaire does 
not lend itself to completion by the 
client. It is a guide to use when dis- 
cussing operations with management. 
Use the questions as points of depar- 
ture. The answers need not be con- 
fined to the specific questions asked. 
Add comments on other significant 
matters arising out of the discussions. 


“Ordinarily this questionnaire will 
not be reviewed every year. However, 
it should be referred to again if the 
answers indicate there is a lot of 
work that could be done for the client. 
Proper follow-up is important. Com- 
pletion of this questionnaire should 
improve relations with clients and 
provide extra volume. 


Before the interview, study the fi- 
nancial statements for the last year 
and any interim statements prepared 
since then. In addition, it is advis- 
able to refer to statements for several 
years back in order to note trends. 
Look for unfavourable trends or re- 
sults not as good as desirable. 


“If a Table of Comparative Operat- 
ing Results is not included with the 
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statements, one should be prepared. 
The table should be studied and all 
unfavourable ratios noted for discus- 
sion. 

“Contents. The questions have been 
chosen to bring out areas where im- 
provements may be effected in a 
client’s business. 

Some common causes of unsatisfac- 
tory results are: 

(1) volume too low; 

) declining market; 

3) failure to adjust selling prices; 
4) inadequate facilities; 

5) poor management; 

6) inadequate financing; 

7) over-extension of credit; 
8) too many employees; 

) employees over-paid; 

) inefficient operating procedures; 
) inefficient use of space; 

) excessive expenses. 
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“These causes should be kept in 
mind during the discussion with the 
client.” 

The comments which appear later 
regarding the tax questionnaire on 
objectives, procedure, results and 
follow-up, are generally applicable to 
this one also. 


The number of questions and their 
grouping was arbitrarily determined, 
because so many questions could be 
asked in this area. It was felt that 50 
questions covering five general areas 
would be adequate. As explained in 
the instructions accompanying the 
questionnaire, it is intended as a point 
of departure for discussions with the 
management of areas where the audi- 
tors might be helpful. There is not 
the same necessity for a complete 
check list as is required when review- 
ing internal control. 


Questions: 


Three sections of the questionnaire 
follow: 
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GENERAL 


1. What are the major problems of 


the company? 

Are the company’s profits satisfac- 

tory in the circumstances? 

3. Does management have system- 
atic methods of evaluating per- 
sonnel? 

4. Is there a plan for developing 
new men to succeed in key posi- 
tions? 

5. Are operating budgets prepared? 

6. Are cash budgets prepared? 

7. Are statutory records attended to 
properly and on time? 

8. When were the insurance cover- 
ages last reviewed thoroughly? 

9. Does management utilize fully 
the services available from its au- 
ditors? 

10. Has management a clear concep- 
tion of authorities, duties and re- 
sponsibilities? 


bo 


FINANCE 

1. Is the return on investment ade- 
quate for the type of business? 

2. Is the capital structure suitable 
for the company’s needs? 

3. Is there any need for a study of 
future outlays to finance expan- 
sion? 

4. Does the company have adequate 
working capital? 

5. Is there any need for a study of 
sources of additional long term 


funds? 

6. Is the authorized bank credit 
adequate for the company’s 
needs? 


7. Are surplus funds being employ- 
ed to the best advantage? 

8. Are receipts recorded and con- 
trolled efficiently? 

9. Are disbursements recorded and 
controlled efficiently? 
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10. Is the executive compensation 
plan well designed to cover in- 
centive and tax aspects? 


ACCOUNTING 

1. How many people are employed 

in accounting work? 

Is the accounting personnel cap- 

able and efficient? 

3. How often are adequate interim 
statements prepared? 

4. How soon after the month end 
are statements presented to man- 
agement? 

5. Are the ratios in the table of 
comparative operating results 
studied and understood by man- 
agement? 

6. Does management 
counting data fully? 

7. Does the year end correspond 
with the natural business year? 

8. Are vital records protected from 
physical damage? 

9. Are accounts receivable 
manually or on machines? 

10. Is the accounting department 
over or under-mechanized? 


Lo 


utilize ac- 
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Tax Questionnaire 


The questionnaire has 20 questions 
on two foolscap sheets. Ample space 
is left at the end to record the results 
of the discussion. Here are some of 
the accompanying instructions. 


“Objectives. For a partner to sit 
down with key clients and discuss 
generally their affairs, with particular 
reference to estate and income taxa- 
tion, is sound procedure. A separate 
talk should avoid the routine inherent 
in preparing and checking tax returns 
and the auditor's emphasis on the 
past. By departing from routine pro- 
cedures new vistas can be explored. 

“In order to facilitate such discus- 
sions a list of 20 questions has been 


279 


prepared. These can be used as a 
point of departure for the conversa- 
tion. The fact that the firm has a 
questionnaire will help ensure the 
completion of this worthwhile and 
constructive task. 

“Procedure. A list of clients, with 
whom it would be appropriate to dis- 
cuss their tax affairs, should be pre- 
pared. Then a copy of the question- 
naire can be put in the tax file for 
each client listed. Approximate dates 
for visits to the clients should be 
scheduled. As each questionnaire is 
completed, this should be noted on 
the list. Some established routine is 
needed to ensure that the job is done. 

“Prior to each discussion, the part- 
ner should look over the client’s tax 
returns and _ statements, and run 
through the 20 questions. During the 
discussion, the questionnaire will be 
completed by the partner. 


“Results. In all cases one hoped 
for result is an appreciation by the 
taxpayer of our alertness and consid- 
eration for his interests over and 
above a routine job. Ordinarily the 
firm should be able to recover a fee 
for the time spent. In some cases a 
major tax problem or potential saving 
may be apparent. These cases may 
require the advice of the tax partner. 


“Follow-up. There is no need to 
press the client for any immediate 
decisions. After thinking on his own 
about the questions raised, he will 
have less resistance to suggestions. 
Arrange to follow up visits, when ap- 
propriate, with a telephone call a few 
weeks later.” 


Questions 
Five of the questions are as fol- 
lows: 


1. Are there any questionable items 
in the company’s statements 











which might be challenged on 
assessment? 

2. Does the depreciation claimed 
differ from the maximum allowed 
for tax purposes? If so, is the 
company aware of the long term 
effects of this? 

3. Is the company taking advantage 
of the regulations which permit 
paying tax on undistributed in- 
come? 

4. a) Are principal shareholders a- 
ware of possible succession duty 
problems due to the growing 
value of their shares? 

b) Have steps been taken to pay 
duties and maintain control of the 
company in the family? 

c) When was the plan last re- 
viewed? 

5. Are shareholders’ salaries at the 
proper level to minimize tax? 


Client Relations 

A short questionnaire, like the one 
reproduced below, can be used to 
evaluate relations with clients. If ques- 
tionnaires are a practicable device for 
evaluating clients’ procedures then 
why not use one for ourselves? 

The questions are answered by a 
partner or a senior employee, and dis- 
cussed by the partner with the senior 
staff member responsible for the 
client. 


Questions: 


1. What is the general attitude of 
the directors towards the audit? 

2. What is the general state of our 
relations with management? 

3. Does the client consider that we 
do too much or too little work? 

4, Are there any areas where we 
could reduce the volume of our 

work advantageously? 
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5. Are there any areas where we 
could increase the scope of our 
regular services advantageously? 


6. Are there any members of the 
client’s staff with whom we are 
having problems? 

7. Is the client assisting us to the 
extent desirable? 

a) by the preparation of sched- 
ules? 

b) by providing adequate work- 
ing space? 

8. Would any change in the timing 
of the work fit in better with the 
client’s or our requirements? 

a) interim visits? 
b) year end? 

9. Are there any problems regarding 

audit fee? 


10. Do we have a clear understand- 
ing with the client as to the scope 
of our services? 

a) Does the client understand 
them? 

b) Are they covered by a con- 
tract letter? 

11. When did the partner last visit 
the client’s offices and discuss 
matters generally with manage- 
ment? 


12. When did the partner last attend 
a directors’ meeting? 


Following the questions, space is 
provided for noting the action requir- 
ed, action taken and follow-up made. 


Comments from readers, on their 
own approach to the areas dealt with 
in this column, would be very wel- 
come. 


Sharing our experiences and so 
contributing to the development of 
the profession will help all of us. May 
I hear from you? 
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Tax Review 


Edited by CAMPBELL W. LEACH, C.A. 


McDonald, Currie & Co., Montreal 





INCOME TAx AMENDMENTS 


Bill C-120, an act to amend the In- 
come Tax Act, received Royal Assent 
on July 13, 1961. Prior to its pas- 
sage, the provisions concerning per- 
sonal corporations outlined by the 
Minister of Finance in his budget 
speech were withdrawn. The Minis- 
ter indicated that he wished to give 
sufficient time for the study of these 
proposals before they were finally en- 
acted. It is presumed that those in- 
terested in personal corporations will 
make their views known at the ap- 
propriate time. Various changes and 
amendments to the Act are as follows: 


Deferred Profit Sharing Plans 


A new section 79C has now been 
added to the Act with respect to de- 
ferred profit sharing plans. This new 
section is applicable to the 1961 and 
subsequent taxation years and very 
closely resembles the provisions of 
Bill C-83, which was tabled for study 
last year. While no changes have 
been made with respect to the limits 
upon employer contributions, the new 
legislation permits employee contribu- 
tions. 


A deferred profit sharing plan is a 
plan that has been accepted by the 
Minister for registration under which 
payments computed by reference to 
profits from his business (or of a corp- 
oration with which he does not deal 
at arm’s length) are made by an em- 
ployer to a trustee in trust for the 
benefit of employees, whether or not 


payments are also made to the trustee 
by the employees themselves. 


A plan will not be accepted for reg- 
istration unless it complies with the 
following conditions: 


a) each payment made by the em- 
ployer must be identified as the sum 
of specified amounts in respect of 
each individual employee. 


b) the plan may not provide for the 
payment of any amount to an em- 
ployee or other beneficiary by way 
of a loan. Moreover, the plan must 
stipulate that no right or interest of 
an employee under the plan is cap- 
able, either in whole or in part, of 
surrender or assignment. 


c) no part of the funds of the trust 
may be invested in notes, bonds, de- 
bentures or similar obligations of 
the employer or of a corporation 
with whom he does not deal at 
arm’s length. The trust may invest 
funds in shares of the employer 
corporation, but it may not invest 
in the shares of a corporation if 
50% or more of the property of that 
corporation consists of notes, bonds, 
debentures or similar obligations of 
the employer. Presumably the in- 
tention is to prevent the trust from 
lending money to the employer. 


d) each of the trustees under the 
plan must be resident in Canada. 


No tax is payable by the trustee as 
long as the trust conforms to the pro- 
visions of section 79C and 90% or more 
of its income (excluding contributions 
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to or under the plan) is from sources 
in Canada. 

Employers’ contributions are de- 
ductible if made in the year, or within 
120 days after the end of the year, to 
a trustee under a deferred plan but 
cannot exceed, in respect of each em- 
ployee, an amount equal to the lesser 
of: 

a) the aggregate of each amount 

paid by the employer in respect to 

each employee, or 

b) $1,500 minus the amount, if any, 

deductible in respect to that em- 

ployee as a contribution to a regis- 

tered pension fund. 
Two or more taxpayers not dealing at 
arm’s length are not entitled to deduc- 
tions for the same employee. They 
must agree as to who will claim the 
deduction, and failing this, no deduc- 
tion may be made by either or any of 
them in computing their income for 
the year. 

The employer's contribution is not 
subject to tax until actually received 
by the employee or beneficiary. 
Amounts actually received must be in- 
cluded in income to the extent that 
they exceed the amounts allocated to 
the employee when the plan was an 
employees’ profit sharing plan and the 
employee's own contributions to the 
trust. 

Where funds or property of a trust 
governed by a deferred profit shar- 
ing plan have been appropriated in 
any manner to or for the benefit of the 
employer or a corporation with whom 
the employer does not deal at arm’s 
length, (other than in payment of 
or on account of shares of the capital 
stock of the employer purchased by 
the trust), the amount so appropriated 
shall be included in computing the in- 
come of the taxpayer. This provision 
will not apply if the funds are repaid 
to the trust within one year from the 
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end of the taxation year in which the 
appropriation was made and it is es- 
tablished that the repayment was not 
made as part of a series of appropria- 
tions and repayments. 


Where a deferred profit sharing 
plan has been revised or amended un- 
der conditions not acceptable to the 
Minister or where any provision has 
not been complied with, the Minister 
may revoke the registration of the 
plan. Where the Minister revokes the 
registration, the trust governed by the 
plan will cease to be exempt from tax, 
no deduction may be made by an em- 
ployer in respect of contributions to 
the plan, and all amounts received 
by or appropriated to or for the bene- 
fit of the taxpayer shall be included in 
computing his income. 

Where an employees’ profit sharing 
plan is in existence, the Minister may 
not accept it for registration as a de- 
ferred profit sharing plan unless all 
the capital gains and losses made by 
the trust before registration have been 
allocated by the trustee to employees. 


Amendments to sections 5, 6, 11, 12 
and 62 have been made in accordance 
with the above. Section 11(1)(a), 
which permits taxpayers to exclude 
benefits received from a registered 
pension plan if invested in another 
pension plan or registered retirement 
savings plan, has been broadened to 
include benefits received from a de- 
ferred profit sharing plan. In addition, 
taxpayers may deduct the applicable 
portion of estate taxes or succession 
duties as provided for in section 
11(1)(v). Section 32 has also been 
amended to provide that benefits re- 
ceived from a deferred profit sharing 
plan shall constitute earned income 
and section 36 enlarged to include 
such a single payment in the various 
types of income for which a special 
tax may be paid. Section 47 is amend- 











1961 


the : 


3 eS- 
not 
or ia- 


ring 
-un- 
the 
has 
ister 
the 
; the 
- the 
tax, 
em- 
s to 
ived 
ene- 


‘d in 


ring 
may 
| de- 
s all 
e by 
been 
yees. 


L# 
ance 
(a), 
lude 
ered 
yther 
nent 
d to 
' de- 
tion, 
‘able 
ssion 
ction 
been 
s re- 
wring 
ome 
‘ude 
rious 
ecial 
end- 








TAX REVIEW 


ed to provide that payments made to 
beneficiaries under a deferred profit 
sharing plan shall be subject to the 
rules concerning the deduction of tax 
at source. 


Scientific Research 

Formerly, taxpayers could deduct 
scientific research expenditures made 
in Canada to the extent of 5% of the 
taxable income for the preceding year. 
Within the limit prescribed, current 
expenditures were deductible in full 
as were one-third of capital expendi- 
tures, excluding outlays for land, in- 
curred in the current year and two 
preceding years. All such research ex- 
penditures were required to be re- 
lated to the taxpayer's business and 
directly undertaken by or on his be- 
half. Expenditures in excess of the 
5% limit could only be deducted if the 
Minister approved the research pro- 
gramme. Effective for the 1961 taxa- 
tion year, the 5% limitation is repealed 
in respect of current expenditures. It 
remains in effect for capital expendi- 
tures. However, taxpayers will be en- 
titled, if they do not exceed the limit, 
to deduct all expenditures of a capital 
nature made in Canada since 1958 to 
acquire property other than land. Pre- 
viously, if capital expenditures on 
scientific research were not deducted 
in the year they were incurred, or the 
subsequent two years, no deduction 
was allowed. Now, the deduction 
may be carried forward indefinitely, 
or if an immediate deduction is de- 
sired, the Minister’s approval may be 
sought. 

Included in the category of scien- 
tific research expenditures, for 1960 
and subsequent taxation years, are 
payments to a scientific research corp- 
oration. Such corporations are added 
to the list of tax-exempt corporations, 
for 1960 and subsequent years. To 
qualify, a corporation must be “con- 
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stituted exclusively for the purpose of 
carrying on or promoting scientific 
research, no part of whose income was 
payable to, or otherwise available for 
the personal benefit of, any proprietor, 
member or shareholder thereof,” and 
it may not acquire control of any 
other corporation or carry on business. 
The corporation must expend 90% of 
its income on scientific research in 
Canada (which includes a payment to 
an association, university, college or 
research institution for scientific re- 
search). Under new section 62(3a), 
a corporation is controlled if more 
than 50% of its voting issued share 
capital belongs to the scientific re- 
search corporation, or that corpora- 
tion and persons with whom it does 
not deal at arm’s length. Control 
will be deemed not to have been ac- 
quired if the shares owned by the 
scientific research corporation were re- 
ceived for no consideration, that is, by 
way of gift. Section 62(3a) also pro- 
vides that gifts and contributions be 
included in income. 

Section 85(1) is amended by the 
addition of two new subsections 
which allow a new corporation, form- 
ed as a result of an amalgamation, to 
deduct capital expenditures on scien- 
tific research made, but not deducted, 
by a predecessor corporation to the 
extent that they would have been de- 
ductible by the latter. The depre- 
ciable property, transferred to the 
new corporation on amalgamation 
which is deemed to be of a separate 
prescribed class will continue to be of 
that same class. 


Non-Residents 

By virtue of new subsection (4a) to 
section 139, a company incorporated 
in Canada will be deemed to be resi- 
dent in Canada during a taxation year 
if it carried on business here at any 
time in the year. Thus a Canadian 
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company which is controlled and 
managed from outside Canada and 
could therefore be considered as a 
non-resident, will be deemed to be 
resident in Canada if it carried on 
business therein during the year. This 
provision will require Canadian com- 
panies incorporated in Canada and 
doing business therein to withhold tax 
on dividends, interest and other simi- 
lar payments to non-residents, but will 
not require them to pay the 15% tax 
on such receipts. It also eliminates 
the payment of the special 15% tax on 
branch profits. It is interesting to ob- 
serve that for this subsection to apply, 
the company must carry on business 
in Canada at some time in the year. 
If it does not, its residence is deter- 
mined according to the usual rules. 
Thus a company ceasing to carry on 
business in Canada can change its 
residence and thus be liquidated with- 
out incurring Canadian tax on its un- 
distributed income. 


Section 139(3) provides that if a 
person sojourns in Canada for a 
period of 183 days or more in a year, 
he shall be deemed to have been resi- 
dent in Canada in the year. A minor 
amendment to this section which may 
be of considerable consequence is a 
change of the word “in” to “through- 
out”. Now, a person who spends 
more than 183 days in Canada in the 
year will be deemed to have been a 
resident in Canada throughout the en- 
tire taxation year. This will be of im- 
portance to immigrants and emigrants 
who heretofore have only been subject 
to tax in Canada from the time of en- 
tering the country or up to the time of 
leaving. 

Section 139(3) also provides that 
an individual who is a member of the 
Armed Forces or an ambassador or 
other servant of Canada or a province 
is deemed to be resident in Canada. 
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Additional paragraphs have been add- 
ed to provide that the spouse or child 
of such person shall also be deemed 
to be resident in Canada. Where 
such a person ceases to be a servant 
or an agent of Canada or of a prov- 
ince, he, his spouse and child shall be 
deemed to have been resident in Can- 
ada during the part of the year that 
he was a servant. 


Subsection (2) of section 31 pro- 
vided that where a non-resident per- 
son rendered services in Canada as a 
director, officer or employee of a corp- 
oration carrying on business in Can- 
ada which was controlled by him, all 
dividends and interest received by 
him were deemed to have been earn- 
ed by him in Canada. This subsection 
has been repealed, as has section 34, 
which provided that the non-resident 
tax deducted or withheld from divi- 
dends or interest could be deducted 
from the tax otherwise payable by 
such individuals. The reason given 
for the repeal of this section is simp- 
ly that it has no practical effect, in- 
asmuch as it is over-ridden by the 
Canada-United States Income Tax 
Convention. Presumably the appli- 
cation of this section to shareholders 
in other countries is very infrequent. 


As if in return for relinquishing the 
tax on dividends and interest received 
by non-resident owners which appar- 
ently was negligible, the government 
has introduced new section 31A, ap- 
plicable in the case of certain pay- 
ments made after June 20, 1961. This 
new section provides that where a 
specified payment is made by a per- 
son resident in Canada to a non-resi- 
dent who, during the five years 
immediately preceding the year in 
which the payment is made, was resi- 
dent in Canada or was employed in 
Canada for a period or periods the 
aggregate of which was at least 36 
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months, the payment shall be deemed 
to be income of the payee for the 
year in which it was received from 
duties deemed to have been perform- 
ed by him in Canada, and will thus 
be subject to tax. The payments con- 
templated are those covered by sec- 
tion 36 and are payments out of a 
pension fund, upon retirement, out of 
a profit sharing plan, out of a de- 
ferred profit sharing plan, or pay- 
ments made upon or after retirement 
in respect of loss of office. The sec- 
tion will not apply where it can be es- 
tablished that the payment was made 
as part of a series of annual or other 
periodic payments payable through- 
out the lifetime of the payee. 


Associated Corporations 

A new subsection (6a) to section 
39 provides that where corporations 
are controlled by the same trustee or 
executor they are deemed not to be 
associated in 1961 and subsequently 
if the Minister is satisfied that: 

a) control was not acquired as a 
result of one or more trusts or es- 
tates created by the same individ- 
ual or two or more individuals not 
dealing with each other at arm’s 
length, and 

b) the trust or estate arose only 

upon the death of the individual 

creating them. 
This subsection eliminates the absurd- 
ity of corporations becoming associat- 
ed on the death of shareholders 
simply because those shareholders 
chose the same trustee or executor. 
It does not alleviate the situation 
where the shareholders create trusts 
while still alive. 

Subsection 139(5d) has been am- 
ended to provide that where a person 
has a contractual right to acquire 
shares, and the contract provides that 
the right is not exercisable until the 
death of an individual designated 
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therein, the person holding the right 
is not deemed to have the same posi- 
tion in relation to the control of the 
corporation as if he owned the shares. 
This removes an artificial obstacle to 
buy-sell agreements in most circum- 
stances. The subsection has also been 
amended to provide that where a per- 
son owns shares in two or more cor- 
porations, he shall, as a shareholder in 
one of the corporations, be deemed to 
be related to himself as a shareholder 
in the other corporation. This re- 
moves a glaring loop-hole whereby 
corporations were not associated, it 
was argued, if Mr. A. controlled one 
of them and in conjunction with his 
brother controlled the other, as Mr. 
A. could not be related to himself. 


Deductible Expenses 


Many types of necessary expenses 
are not allowed as a deduction for tax 
purposes because of the restrictions of 
section 12. Specific provision has now 
been made for the deduction of cer- 
tain of them, effective in 1961 and 
subsequent taxation years, as follows: 

a) Certification fees paid to a bank 
will now be deductible, provided 
that the fee represents an amount 
paid for the certification of a non-in- 
terest-bearing post-dated bill drawn 
by the taxpayer on the bank and pay- 
able not more than 90 days from the 
date of the certification. Where such 
a bill is sold by the taxpayer, the dis- 
count upon the sale may be deducted 
from income. (Section 11(1) (cd) and 
(ce)). 

b) Section 8 provides that where 
a loan has been made by a corpora- 
tion to a shareholder, the amount of 
the loan shall be treated as a divi- 
dend. No provision was made for any 
deduction when the loan was repaid 
until 1958 when a deduction was al- 
lowed to individuals and personal 
corporations. Now, corporations may 
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claim a deduction for such repay- 
ments to the extent that the deemed 
dividend was not excluded from the 
corporation’s income by virtue of sec- 
tion 28. (Section 11(1) (db)). 

c) Legal expenses incurred by a 
taxpayer to collect salary or wages 
owing to him by an employer will be 
deductible. (Section 11(1) (ib) ). 

d) Where depreciable property has 
been sold to a person with whom the 
taxpayer deals at arm’s length and the 
proceeds received include a mortgage, 
the sale proceeds may be reduced by 
the amount of the discount if the tax- 
payer sells the mortgage to a person 
with whom he also deals at arm's 
length. (Section 20(6) (i)). If the 
mortgage is sold in a year subsequent 
to the sale of the property, the vendor 
may deduct from his income the a- 
mount of the discount provided that it 
is first reduced by the capital gain, if 
any, on the sale of the property. (Sec- 
tion 11(3e) ). 

e) The deduction for medical ex- 
penses allowed to individual taxpayers 
has always been subject to various 
maximums, even though the intention 
of the section is to permit the reduc- 
tion of income by catastrophic or 
heavy expenses. The limitation on 
the amount deductible has now been 
removed and laryngeal speaking aids 
added to the list of deductible ex- 
penses. Section 27(1)(c). 

f) Section 27(1)(a) permits tax- 
payers to deduct the aggregate of 
charitable gifts made in the year and 
the immediately preceding year (if 
not then deductible) up to a maxi- 
mum of 10% of the taxpayer's income. 
It has never been clear whether the 
current years donations should be 
claimed first or whether the previous 
year’s donations in excess of the maxi- 
mum allowed could be claimed and 
the current year’s donations used to 
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raise the total to the limit with the 
balance being available for the next 
year. New subsection (3a) has now 
been added to clarify the situation 
and to provide that the previous year’s 
donations in excess of the maximum 
then allowed must be claimed first. 
(Section 27(3a) ). 

g) Taxpayers must, by virtue of 
section 85B, include in income all 
amounts receivable for property sold, 
but may deduct a reasonable reserve 
in respect of the profit if some of the 
proceeds are not receivable for more 
than two years. Subsection (1) (d) 
of section 85B has now been amended 
to permit the deduction of a reason- 
able reserve in respect of the profit 
derived from the sale of land if the 
amount, or part thereof, is not receiv- 
able until a day that is after the end 
of the taxation year. (Section 85B(1) 
(d)). 

h) Section 85B(5) provides that 
the rules in respect of special reserves 
will not apply to insurance companies 
but that an insurance company (other 
than life) may deduct such amounts 
as have been approved by the Super- 
intendent of Insurance. The section 
has now been amended to provide 
that such amounts must be deducted. 
(Section 85B(5) ). 

i) Section 5 requires that employ- 
ees include in their income all benefits 
received by them, with certain stipu- 
lated exceptions. Excluded from in- 
come now are allowances of $300 or 
less received by volunteer firemen and 
travelling allowances paid under the 
authority of the Treasury Board to a 
person who was appointed or whose 
services were engaged pursuant to the 
Inquiries Act. The provision in re- 
spect of volunteer firemen is effective 
in 1958. (Section 5(1)(b) ). 

The balance of Bill C-120 will be 
commented upon in the next issue. 
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Education and Tramng 





As announced in the May issue, this 
column will appear monthly from 
September to June inclusive, instead 
of every other month, to coincide with 
the period of the Institute courses of 
instruction. This issue also notes the 
change of the title from the previous 
“STUDENTS DEPARTMENT’ to the new 
heading above. 


Very often a student who is having 
difficulty with a certain problem finds 
it easier to understand when present- 
ed with a condensed explanation giv- 
en from a different point of view than 
that of the textbooks; two such ac- 
counting subjects are “consolidations” 
and “cost accounting”. For this rea- 
son we are programming a six-article 
series on each of these subjects over 
the next 10 issues. 


This issue will deal with a general 


MANAGEMENT (Part I) 
By Robert H. Heywood, B.A. 


Joe Doaxes made the best pretzels 
in Gastown. He made them with his 
own hands, and with rush-hour help 
from his wife, waited on the custom- 
ers in the store. Joe’s pretzels had a 
flavour all their own, and Joe’s cus- 
tomers were greeted like long-lost 
friends whenever they entered his 
store. Inevitably, there came the time 
when Joe could not handle the bus- 
iness himself and expansion seemed 


management topic, and the first of a 
six - article series on consolidations. 
The management article is written by 
Robert H. Heywood, B.A., who is as- 
sociate professor of the Faculty of 
Commerce and Business Administra- 
tion, University of British Columbia. 
K. H. C. Laundy, C.A. of Clarkson, 
Gordon & Co., is the author of Con- 
solidations (Part 1). 

For those readers who have not had 
the benefits of a university education 
in Commerce, we will also offer two 
fwe-article series on management and 
general commerce and finance topics. 


In addition to these series, articles 
of topical interest and audit or ac- 
counting problems will appear here, 
and correspondence from readers will 
be welcomed as in the past. 

D.C. R. Horne, C.A. 


to be the only course open to him. 
His friends watched with pleasure as 
his business grew and as he added 
one helper after another. They said 
Joe was going places and they were 
pleased to see this, because they liked 
him as a person, they knew that he 
sold a superior product and they be- 
lieved he had given them honest ser- 
vice. 


Unfortunately, Joe’s success story 
did not carry through to a happy end- 
ing. In spite of the good will of all 
the people in the neighbourhood, 
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there were increasing complaints from 
customers who felt that they did not 
get the same courteous service from 
the helpers that they used to get from 
Joe and his wife. There were occas- 
ional comments that the pretzels were 
not up to Joe’s old product in quality. 
However, most people said: “That's 
what you must expect when things are 
produced in quantity; it always hap- 
pens that way and I guess it always 
will.” They were still happy to see 
Joe prosper, not realizing that behind 
the scenes in Joe’s office, and in his 
private life, Joe was working harder 
than he had ever worked before in 
spite of the fact that he had 16 help- 
ers. His children didn’t see him as of- 
ten as they used to, and when they 
did, they found him short-tempered. 
Joe was an intense sort of person and 
a perfectionist. He had had an incipi- 
ent ulcer for some time, and it finally 
became acute, sending him to the hos- 
pital. In Joe’s absence, the complaints 
from the customers grew more fre- 
quent, the quality of the product con- 
tinued to suffer, and it was not long 
before Joe lost his business. 


Common Story 

The sad story you have just read is, 
unfortunately, an all too common one. 
The success of Joe’s business in the 
early stages depended upon his skill 
as a pretzel maker and his tact and 
care in handling his customers on a 
person-to-person basis. When Joe 
stopped operating as a one-man busi- 
ness, his success depended not upon 
his own personal skill as a baker, but 
upon his ability to get other people 
to work together in such a way that 
10, 12, or 16 of them might operate as 
one man: a superman who continued 
to make pretzels in large numbers as 
skilfully as Joe made them in small 
batches; one who continued to treat 
an army of customers with the same 
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care that Joe used to give his early 
patrons. Joe needed to build and 
maintain an organization, and that 
job calls for talent—a talent that was 
not necessarily concomitant with the 
technical skill Joe had already mas- 
tered. Although talent does not come 
in a rule book, certain common-sense 
principles are exemplified in most suc- 
cessful organizations, and an organizer 
who ignores them places a handicap 
on his efforts. Let us turn the clock 
back on Joe’s era of expansion and 
see how some of these principles 
might have applied in his case. 

Joe has a purpose in making pret- 
zels: he wants to earn a living. An- 
cillary to his main objective are at 
least two others — to take pride in 
his product and to earn the respect of 
his customers. We could argue end- 
lessly about the priority of these ob- 
jectives, but let us be content to note 
that they are not antagonistic to one 
another. Achievement of the ancil- 
lary objectives will enhance Joe's 
chances of earning a living. In all 
probability, Joe's wife shares his 
goals and is as much concerned with 
their achievement as is Joe. Will hired 
hands show the same concern for 
these objectives? It may be unrealis- 
tic to expect them to care as much as 
Joe does, but the extent to which they 
care will depend largely upon the 
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EDUCATION AND TRAINING 


satisfaction they get from their work, 
upon the extent to which they feel 
part of a group with which they can 
grow and prosper. In all his plans, 
Joe must remember that he is building 
a “machine”, in a figurative sense, but 
the parts he is using are not pieces of 
metal or wood. With this caution, 
let us see how Joe will build his or- 
ganization. 


Helper Relieves Load? 


Joe’s helper is going to take some 
of the load from him — at least that 
is Joe’s hope. But the load is of two 
parts: labour and responsibility. If 
Joe is willing to delegate only labour 
to the new man (let us call him 
Brown ), Joe is not building an organi- 
zation. If Brown only acts and does 
what Joe tells him to, he is not likely 
to share Joe’s objectives. While he 
may suppy an extra pair of hands, he 
will also be a source of care. Joe now 
has the responsibility of finding 
Brown’s pay cheque, of making pay- 
roll deductions, and of furnishing data 
to the numerous governmental agen- 
cies that are concerned with his wel- 
fare. In return, Brown surely ought 
to relieve Joe, not only of the need for 
performing such chores as cleaning 
shop, checking supplies and maintain- 
ing equipment, but of the need for 
thinking about them. Joe should list 
all the duties that have to be done in 
the shop. He should decide what du- 
ties he will continue to do himself 
and what he will expect Brown to do, 
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and he should let Brown know — pre- 
ferably in writing. While this is ele- 
mentary, it is surprising how many 
supervisors do not do it because they 
do not trust their subordinates, or are 
unwilling to surrender any of their 
own authority. These people who 
“can’t let go” pay a heavy price for 
their peculiar conceit; a price in add- 
ed worry and in discontented subordi- 
nates who resent being treated as 
though they were children. 


Need Managerial Skills 


Let us suppose that Joe realizes the 
problem of sharing his work with a 
subordinate. What further problems 
will arise when he hires Clark, his 
second helper? We had one set of 
relationships with one helper, but we 
have three sets of relationships with 
two helpers: Doakes-Brown, Doakes- 
Clark and Brown-Clark. Doakes, if 
he is developing managerial skills, will 
have thought about these relation- 
ships before hiring Clark. In fact, the 
anticipated relationships could deter- 
mine the type of person he hires, just 
as they should have determined the 
type of person hired for the first help- 
er. Was Brown an experienced baker? 
Is Clark an experienced baker or is 
he an apprentice? Is Brown to super- 
vise Clark’s work or is Clark to take 
his orders from Doakes? Or is the 
poor devil to take orders from both 
and try to serve two masters? Graph- 
ically, we might portray these situa- 
tions as follows: 


A B Cc 
Doakes Doakes Doakes 
ee Brown 
Brown Clark Brown 


| 
Clark 


ooo Clark 
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In situation A, we have an implied 
equality of status between Brown and 
Clark, with Doakes directing the work 
of both. It is therefore incumbent up- 
on Doakes to allocate duties in case 
important chores fall into a no-man’s 
land between the two and are left un- 
done, or discontent is fostered through 
each man’s feeling that he is doing 
work that should be done by the 
other. It is clearly a manager’s duty 
to define work loads and set reason- 
able standards of performance if he 
hopes to keep peace in his shop and 
get a fair day’s work from each em- 
ployee. 


Situation B implies a delegation of 
responsibility to Brown for the work 
of Clark as well as for his own duties. 





D 
Doakes 
ss ee { 
| 
Brown Clark 
and then to: 
E 


Doakes 

| 
, = a 
Brown Clark ie 


Its development does not, of course, 
have to follow that trend, for there are 
many alternatives, but the pattern of 
situation E often results because the 
manager with technical competence 
is usually reluctant to “let go”. His 
emotional security is vested in his 
technical skill. He tries to do all the 


work himself, and increased prosper- 
ity brings only increased work. Every 
time he hires a new man he hires 
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The situation also implies a delega- 
tion of authority to direct Clark’s 
work. Responsibility and authority 
must go together. 

Situation C might provide a work- 
able arrangement if all three men 
are compatible, but a little thought 
will indicate possible difficulties. 
Clark might take advantage of the 
situation to play one boss against the 
other, or he might be victimized by 
conflicting orders from his two bosses. 


Still More Helpers 

Let us assume that our pretzel busi- 
ness continues to expand so that Joe 
must employ still more helpers. His 
embryo organization grows from that 
illustrated in situation A to: 


more burdens because he continues to 
hold himself directly responsible for 
that man’s work. In the terminology 
of the management art, he is attempt- 
ing to operate with too wide a “span 
of control” because he has failed to 
“delegate responsibility”. Too many 
people take his time with detailed re- 
ports; too many people discharge their 
stresses on to his nervous system; too 
many minor problems encumber his 
day. 
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In organizational terms, Joe Doakes’ 
chart should look more like this: 


Doakes 
| 


Clark 


| 


vu Pes 


| 
Brown 


oa at | 
ay aa. OW 


The chart now indicates that Joe 
deals only with Brown and Clark. It 
does not mean that he no longer 
speaks to other members of his staff, 
but receives their problems and re- 
ports after they are filtered through 
the offices of Brown and Clark so that 
only the more important problems 
reach him. The assault on his ner- 
vous system is less continuous, less de- 
manding. 


We have by no means explored all 
the possible reasons for Joe’s failure. 
But inability to analyze, to organize 
and to deputize are certainly strong 
possibilities, especially when his early 
success and his emotional security 
were rooted in his technical skill. 


Parallel for Students 


The student-in-accounts might well 
draw a parallel between this situation 
and his own. The student is on his 
way to becoming an expert and he 
will probably derive a great deal of 
satisfaction from his expertness. The 
very idea of expertness suggests a 
narrowed field of activity within 
which one may be reasonably certain 
of his ground. Being sure of his 
ground, the expert suffers fewer 
anxieties and less nervous strain. Ex- 
pertness also implies a degree of su- 
periority, and though feelings of su- 
periority may be uncharitable, even 
un-Christian, the harsh fact remains 
that all of us derive some pleasure 
from them. There is personal satis- 
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faction to be derived from the ability 
to face a problem and solve it with 
the acquired skills and sure knowl- 
edge of the expert — a feeling of 
satisfaction that the student has 
probably experienced already. 


Unfortunately, opportunities of pro- 
motion for the expert may be limited 
unless he is willing to accept mana- 
gerial responsibilities. He may func- 
tion as a lone consultant or as a staff 
man in an advisory capacity to other 
executives, but almost inevitably he 
will find himself dependent on assist- 
ants whose work he must direct. As 
soon as he starts to direct people he 
must use skills other than those in 
which he has become expert. If he 
measures his success by the number of 
people under his direction, then the 
more successful he becomes and the 
less application he will have for the 
skills and knowledge in which he is 
expert. More of his time will be con- 
sumed with management duties and 
the practice of the management art. 
Less time will be available for prac- 
tising his expert skills, and the more 
advanced those skills were in the first 
place, the more rapidly they will lose 
their fine edge. He may be faced with 
the fact that some of the people work- 
ing under his direction now know 
more about his subject than he does 
himself. He once made decisions based 
on sureness of his technical knowl- 
edge, while he now operates in an 
area where other people’s mistakes 
may upset his decisions. Gone is the 
security and the superiority: where 
there was certainty, there may now be 
doubt; where there was confidence, 
we might now find indecision. The 


best technician does not always make 
the best manager, yet in many lines 
of endeavour the man who distin- 
guishes himself as a technician among 
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other technicians is often chosen for 
administrative work. Thus, there may 
come a time for a chartered account- 
ant when he will have to decide be- 
tween promotion to administrative 
work at the sacrifice of his expert- 
ness or the restriction of his promo- 
tional chances. If he chooses to set 
foot upon the administrative ladder, 
he must be prepared to develop a new 
set of techniques and forego the pro- 
tective cover afforded by his specialty. 


Conclusion 


The chartered accountant, even dur- 
ing his student years, has unique 
opportunities to watch others practise 
the management art, and the student- 
in-accounts who keeps eyes and ears 
open may be better prepared than 
most experts for the difficult transi- 
tion to managerial duties. In spite of 
the many demands on his time and 
the urgencies of his accounting 
studies, he should try to do some 
reading on the subject of manage- 
ment so that the full value of his 
unusual opportunities may be re- 
alized. 


CONSOLIDATIONS (Part I) 
By K. H. C. Laundy, C.A. 


WHEN ONE COMPANY buys a control- 
ling interest in the common stock of a 
second company, a parent-subsidiary 
relationship is established. The com- 
pany holding the controlling interest 
in the common stock is known as the 
parent company and the controlled 
company as the subsidiary. 


Parent Company Investment Account 


No accounting entry is required on 
the subsidiary’s books to record the 
purchase of the common shares by 
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the parent since all that happened 
was a change in the ownership of 
shares. However, a record of the pur- 
chase must be made on the parent 
company’s books. This is done by 
debiting the cost of the shares to an 
account called “Investment in shares 
in subsidiary company”. 

The investment account may either 
be carried on a cost basis or on an 
“economic” basis. Under both bases 
the original cost of the investment is 
charged to the account. Thereafter, 
if the cost basis is used, the only ad- 
ditional entries will be to record fur- 
ther purchases of stock or to remove 
the cost of stock sold. If the economic 
basis is used, entries are made in the 
account to record the parent’s share 
of all profits earned or losses incurred 
by the subsidiary and the parent's 
share in any dividend payments. The 
example on page 293 illustrates these 
two methods of accounting for the in- 
vestments. 


The cost basis of accounting for the 
investment is the one normally used 
in practice. However, it is worth- 
while to learn the economic basis be- 
cause the procedure of taking into ac- 
count the parent’s share of the sub- 
sidiary’s profits, losses and dividend 
payments must also be followed when 
consolidating the accounts of the two 
companies. 


Intercompany Transactions 


When a parent-subsidiary relation- 
ship has been established, it is good 
accounting procedure for both the 
parent company and the subsidiary 
company to maintain individual led- 
ger accounts for each type of inter- 
company transaction. For example. 
the parent company should keep an 
account in which will be recorded all 
sales made to the subsidiary and an- 
other account for all purchases from 
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the subsidiary. In its books, the sub- 
sidiary will keep accounts reflecting 
purchases from and sales to the parent 
company. The inter-company ac- 
counts receivable and accounts pay- 
able will also be kept separate from 
regular trade accounts. The trans- 
actions with each other are kept sep- 
arate because this information is re- 
quired when the accounts are con- 
solidated. 


The Consolidating Process 


For various reasons the parent com- 
pany may wish to consolidate its ac- 
counts with those of its subsidiary 
and prepare a set of consolidated fi- 
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nancial statements. The consolidated 
balance sheet will show only those as- 
sets in hand or receivable from out- 
siders and only those equities owing 
to or held by outsiders, while the con- 
solidated income statement will simp- 
ly show transactions with outsiders. 
Thus, in the preparation of the con- 
solidated statements, all inter-com- 
pany accounts must be offset and the 
assets and liabilities of the subsidiary 
company substituted for the parent 
company’s investment account (after 
adjusting it for changes in the sub- 
sidiary’s surplus account since date of 
acquisition ). 

The following are simple examples 
of the consolidation process: 


BALANCE SHEET 


Assets 


Receivable from subsidiary 
Investment in subsidiary 
Other assets 


Liabilities 
Owing to parent company . 
Other liabilities 


Shareholders’ equity 
— parent company 


— subsidiary company 








Parent Subsidiary Consolidated 
Company Company Position 
$ 10,000 

120,000 

430,000 $230,000 $660,000 
$560,000 $230,000 $660,000 

$ 10,000 
$200,000 100,000 $300,000 

200,000 110,000 300,000 

360,000 360,000 
120,000 
$560,000 $660,000 


$230,000 





1961 EDUCATION AND TRAINING 295 


INCOME STATEMENT 











lated 

se as- : 

out- | Parent Subsidiary Consolidated 

wing Company Company Position 

con- TN rr te AR td PENA TS: Bot ah, ee $350,000 $200,000 $550,000 

simp- Sates: FO SUBSIGIATY® «.....:....06.00-ccsecseseseneess 50,000 

ders. ----- —— eos 

con- | $400,000 $200,000 —-$550,000 

ei ee EAE RE STE 

1 the Cost of sales: 

Say Opening inventory .......... ... $100,000 $ 75,000 $175,000 

7 Purchases o...eccscceseseesees eae 300,000 125,000 425,000 

arent Purchases from parent ......... Sait ees 50,000 

ee ne nm el ee sate tiie) 

sub- 400,000 250,000 600,000 

te of Closing inventory ........ hscnseiiy 100,000 90,000 190,000 

ples $300,000 $160,000 $410,000 
Gross _ profit 2 eptiteseees Sed $100,000 $ 40,000 $140,000 

f Expenses seratteeecs pected 75,000 20,000 95,000 

PRORT RONG? clidaieticieciesed. Pet aes. $ 25,000 $ 20,000 $ 45,000 


In the balance sheet the inter-com- the inter-company sales and purchases 
pany receivables and payables are are offset. 
offset and the subsidiary’s assets and 
liabilities (— equity) are substituted In Part II of this series we will con- 
for the parent company’s investment sider the calculation of goodwill and 
account. In the income statement, minority interest. 











BY PETER C. BRIANT, PH.D., C.A. 


Associate Professor, McGill University, Montreal 


Current Readin g 


MAGAZINE ARTICLES 


AUDITING 


“STANDARDS OF RELIABILITY 
Aupir Evmence” by Floyd W. 
dal, Ph.D., C.P.A. The New 
Certified Public Accountant, 
1961; pp. 394-400. 


In this article, Dr. Windal discusses 
the reliability of a number of audit 
techniques to obtain evidence. A 
table at the end summarizes the dis- 
cussion. The techniques listed are: 
physical examination and/or count; 
confirmation; examination of original 
documents and comparison with the 
record; recomputation; retracing book- 
keeping procedures; correlation with 
related information; examination of 
subsidiary records; scanning; inquiry. 


FOR 
Win- 
York 
June 


Three general standards of reliabil- 
ity are applied to each of these tech- 
niques. First, the evidence obtained 
may be independent, objective or 
first-hand. Secondly, the evidence 
may be partly independent, objective 
or first-hand. Thirdly, the evidence 
may not be independent, objective or 
first-hand. 


Except for the first technique, i.e., 
the physical examination and/or 
count, the others are deficient in one 
or more of the general standards, 
claims the author. In the case of con- 
firmation, for example, the evidence 
may be independent and objective, 
but it is not obtained first-hand. The 
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auditor must rely upon others, and 
the possibility of false or unreliable 
reports thus arises. The person giving 
confirmation may not exercise rea- 
sonable care in acquiring the informa- 
tion desired. 


In addition to the three general 
standards, Dr. Windal suggests an 
additional five. He terms these “spe- 
cial” since they are limited in scope 
and can be applied to only a few of 
the techniques. 


Evidence based upon internal data, 
for example, which has been derived 
from an accounting system contain- 
ing adequate internal control, tends 
to be more reliable than evidence 
based upon data derived from a sys- 
tem without such control. Evidence 
obtained from outside sources which 
maintains formal accounting records 
and/or has a sense of public or per- 
sonal responsibility tends to be more 
reliable than evidence obtained from 
an outside source with inadequate 
records and/or little or no sense of 
public or personal responsibility. 
Again, some items examined are more 
susceptible to fraud than others and 
in some situations the auditor is not 
qualified to apply a particular tech- 
nique. Finally, confirmations which 
require effort tend to be more reliable 
than those which require no effort. 
Throughout the discussion, reference 
is made to these special standards 
where they are relevant. 
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CURRENT READING 


ACCOUNTING 

“THOUGHTS ON THE CuRRENT NATION- 
AL ACCOUNTING RESEARCH PROGRAM” 
by E. Joe DeMaris, C.P.A., The New 
York Certified Public Accountant, May 
1961; pp. 325 - 331. 


Mr. DeMaris reviews some of the 
shortcomings of the old committee 
on accounting research, and presents 
certain challenges to the new research 
staff and the Accounting Principles 
Board. He acknowledges the substan- 
tial achievements of the committee 
and its excellent start in developing 
accounting theory, but he would like 
to see an openly-expressed account- 
ing frame of reference to test pro- 
posals for changes in accounting 
theory. 


Sources of difficulties in the past, 
states Mr. DeMaris, include the as- 
signing of a basic research task to a 
practitioners’ committee. The mark of 
haste is on some of the accounting 
bulletins, and the criticism of the 
bulletins as “piecemeal” is valid, he 
claims. Further, too much respect has 
been paid to tax “theory” in the de- 
velopment of accounting principles 
and the ultimate success of the work 
of the Accounting Principles Board 
will largely hinge on whether it can 
halt the present tendency to sanction 
all manner of “tax doings” as accept- 
able accounting practices. Too much 
influence has been accorded to com- 
pany decisions on accounting matters, 
compared to the little consideration 
given to the non-business sectors of 
the economy. The author expects 
business aggressiveness and influence 
on accounting to continue, and calls 
for efforts to be made to bring the 
views of all sectors of the economy in- 
to focus — at least on major issues in- 
volving accounting theory. 


In the author’s view, almost all the 
difficulties of the past will continue 
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to exist unless the new research group 
clearly defines objectives, an object- 
ive atmosphere and more time. Fail- 
ure in the project might cause groups 
outside the accounting profession to 
conclude that the national accounting 
research organization should be 
largely free of direct influence from 
accounting practitioners. The neces- 
sity of clearly defined objectives is 
therefore of paramount importance. 


Mr. DeMaris concludes that an 
accounting “frame of reference” must 
be developed, rooted in a solid basis 
of socially acceptable economic con- 
siderations, to serve as a guide for 
the development of accounting 
theory and practice. 


CONTROL 


“CONTROLLERSHIP AND THE SEMANTICS 
or Controt” by Leo A. Schmidt. 
Michigan Business Review. May 1961; 
pp. 22-24. 

Professor Leo A. Schmidt refers to 
the comments of Captain Goodwin 
and Colonel Urwick on the meaning 
of the word “control” in previous 
issues of the Michigan Business Re- 
view, and notes the parallel between 
the differences developed by seman- 
tics and those in actual business. He 
says the function of controllership 
is in a state of evolution and that the 
major problem is the relationship be- 
tween the information gathering-re- 
porting-interpreting function, and ac- 
tion based upon the information. 


The power to interpret information 
does, in fact, often give the power 
to authorize action, for it is possible 
to tell what action will be taken when 
a particular interpretation is given. 
This is true of all types of informa- 
tion, even of the routine decisions of 
electronic data processing techniques 
to purchase raw materials, as for ex- 
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ample, when balances fall to predeter- 
mined points. 

Furthermore, because controllers 
are concerned with information, few 
of them are purely controllers. They 
are assigned special tasks and they 
often perform additional functions 
such as insurance, treasury duties, or 
acting as corporation secretaries. This 
often leads to disputes which are par- 
ticularly sharp in the armed forces 
since the Comptroller of the Depart- 
ment of Defence and, through him, 
the comptrollers of the services, are 
charged by Congress with the ad- 
ministration of the federal defense 
budget. 

The semantic difficulty, as analysed 
by Goodwin and Urwick in which 
the word “control” is used in two 
senses, is partially solved by proper 
organization if the controller under- 
stands his inherent function in the 
narrower sense of providing informa- 
tion for management. The broader 
sense — of taking action — should 
be left to line authorities. In conclu- 
sion, Professor Schmidt says it is the 
complications and pressures of busi- 
ness and not semantics, as in the 
armed forces, that have often obliged 
management to ask the controller to 
take action. 


ECONOMICS 


“PricE-LEVEL STABILITY FOR OR VS. 
GrowrH?” by Paul W. McCracken. 
Michigan Business Review. May 1961; 
pp. 11-19. 

In this article, Dr. McCracken 
analyzes the challenge posed by the 
difficulties of setting a proper balance 
among objectives of economic policy 
that to some extent compete with 
each other. He advocates efforts to 
reduce the degree of incompatibility. 


In recent years, the great debate 
has been on the relationship between 
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economic growth and a stable price 
level. Dr. McCracken suggests that 
there are three questions to be dis- 
cussed: a) whether creeping inflation 
will adversely affect economic growth 
and the orderly function of the 
economy; b) whether the modern 
economy has much of an inflationary 
bias; c) what can be done to strength- 
en the resistance of the economy to 
inflation. 


With regard to the first, examples 
are cited to show that a stable price 
level is not an essential condition for 
sustained and vigorous growth, nor 
are the hardships suffered because of 
rising prices as great as sometimes 
described. However, inflationary ten- 
dencies should be checked, for the 
acceptance of creeping inflation will 
accelerate the creep while the expec- 
tation of rising prices does have a 
socially disorganizing effect. Further- 
more, distortions are created in the 
capital markets, the orderly channel- 
ing of savings is disturbed, escalation 
loses its usefulness as it becomes more 
generalized, and the balance of trade 
is adversely affected as United States 
tourists travel abroad in greater num- 
bers to take advantage of their buying 
power in foreign countries. 


In the second question, Dr. Mc- 
Cracken touches upon the causes of 
inflation. Much of the post-war in- 
flation has been due to the excess 
of money demand relative to produc- 
tive capacity, he says, but there are 
other factors. Prices are now strictly 
on the down side and a bulge of 
demand concentrated on a limited 
sector of the economy raises the 
general price level. Then there is the 
fixed cost hypothesis that tight money 
limits the rise in output, increases the 
fixed cost per unit of output, and 
pushes prices higher. This should be 
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SOLVE YOUR CLIENTS’ 
WORKING CAPITAL 
PROBLEMS? 


Most likely; for,no matter what the working 
capital requirements may be, ITL will welcome 
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to you and your client. 

The flexibility of ITL's specialized services— 
Commercial Financing, Factoring, Rediscounting 
and Equipment Leasing—can help your clients 
increase production, sales and profits. 

For further information write or call 
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weighed against the effect on prices 
from a stronger market demand. 
Finally, there are aggregations of 
market power that can force the price 
cost level up even in the absence of 
excessive money demand for output. 


Dr. McCracken suggests that a rea- 
sonably stable price level should be a 
stated objective of national economic 
policy; that there be a detailed re- 
view of recent and current develop- 
ments in prices and costs and a pro- 
gramme to deal with problems aris- 
ing; that policy should aim more 
specifically at making the fina! money 
demand for goods and services grow 
at a rate equal to the increase in 
their potential supply; that an en- 
vironment be created in which price- 
making and wage-making will per- 
form better; and that anti-trust ex- 
perience is a help on the price side 
of the market power problem, while 
a recognition of the inflationary in- 
fluence of collective bargaining will 
help to solve the problem on the 
wage side. 


“FINANCING THE DECADE OF THE SIX- 
Tres. A FINANCIAL FRAMEWORK FOR 
ECONOMIC GROWTH.” by Robert A. 
Kavesh and Judith Mackey. The 
Journal of Finance. May 1961; pp. 
202-225. 


This paper, which was presented 
at last December’s meeting of the 
American Finance Association, em- 
phasizes the financial implications of 
economic growth. A set of projections 
of economic activity in 1970 are given, 
based on assumptions of varying rates 
of growth. From this set a “judgment” 
model is selected. Then a theoretical 
framework linking the levels of 
economic and financial activity is in- 
troduced. This pattern of relation- 
ships is applied to a projection of 
assets and liabilities for the individual 
components of the financial network, 
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using the “judgment” model as a 
reference. 

The model gives a 1970 GNP for 
the United States of $762 billion. 
based on a 44% increase each year. 
Primary securities are estimated at 
$1,917.9 billion, based on the histori- 
cal relationship between GNP and the 
total value of outstanding primary 
securities. 


The total value of outstanding 
secondary securities is then estimated. 
These securities are the major liabili- 
ties of financial intermediaries, and 
may be estimated by projecting the 
assets of these institutions, drawing 
up balance sheets and then convert- 
ing the asset estimates to show the 
secondary securities issued. In es- 
timating the assets, the banking sys- 
tem is separated from the non-bank 
financial institutions. Since the mar- 
ket rate of interest is a function of the 
proportion of primary securities held 
by the commercial banks, as demon- 
strated by Alan Greenspan, it is pos- 
sible to estimate the assets, with a 
given rate of interest and a given 
aggregate of primary securities. The 
assets of the banking system are cal- 
culated in this way at $460 billion in 
1970. The total non-bank financial 
intermediaries assets are then cal- 
culated as $855 billion, based on the 
historic ratio between the total assets 
of these intermediaries and the total 
primary securities. 


The estimates are shown in a num- 
ber of tables, and the following ob- 
servations are submitted on the as- 
sumptions that the level of the U.S. 
Federal debt and the price level will 
be constant: 

1. The importance of financial inter- 
mediaries in the capital markets 
is likely to increase in line with 
the historic trend, although the 
non-institutional holder will still 
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National Cash Register Company 


proudly introduces 


the most compact computer in the world 





Here is a complete computer that sorts, summarizes, compares, 
makes decisions, calculates, accumulates, updates balances, handles 
exceptions and controls auxiliary equipment — all electronically 


The NCR 390 has been designed with the medium 
size business in mind. It provides practical automa- 
tion at a practical price. It is the first electronic com- 
puter able to process records readable in both human 
and machine language. This enables any company to 
keep traditional ‘'hard-copy"’ records which can be 
read instantly by employees. Here are some of the 
functions the NCR390 can take over in yourcompany... 

ELECTRONIC STATISTICIAN electronically ana- 
lyzes mountains of paperwork—efficiently andeconom- 
ically. ELECTRONIC ACCOUNTANT electronically 


maintains complete records that can be read by people 
and machines. ELECTRONIC MATHEMATICIAN 
electronically performs all types of business 
arithmetic and formula computations at speeds 
measured in 1/1000 of a second. ELECTRONIC 
FILING SYSTEM electronically classifies and files 
data without the need for human decision. ELEC- 
TRONIC REPORTER electronically digests volumes 
of business data and provides complete, timely 
reports. 


Investigation is the pathway to increased profits 
Write or call: The National Cash Register Company of Canada Limited, Toronto 3, Ontario 





The National Cash Register 
Company of Canada Limited 
Head Office: Toron 

Sales Offices in Principal Cities 








339 








account for about two-fifths of the 
total. 


Non-bank institutions will grow 
more rapidly than the banking 
system, although the latter will 
hold about one-fifth of total prim- 
ary securities, with increased em- 
phasis on consumer credit. How- 
ever, the banking system will have 
a smaller share of total business 
credit outstanding as government 
and miscellaneous non-bank finan- 
cial intermediaries will increase 
their share. 


bo 


3. Savings institutions will play a 
smaller role in the corporate bond 
market as savings and loan as- 
sociations and credit unions will 
grow faster. 


4, Finally, the miscellaneous non- 
intermediary group will be deal- 
ing more heavily in mortgages. 


“STORM SIGNALS OF THE SIXTIES” by 
Ray R. Eppert. Michigan State Uni- 
versity. Business Topics. Spring 1961, 
pp. 26-32. 


In this article, Mr. Eppert, Presi- 
dent of Burroughs Corporation, takes 
a look at some of the dangers facing 
American economic life. The principal 
storm centres, he believes, are in 
Moscow and the new European trade 
blocks. To meet the blows, he pre- 
scribes all-out efforts to increase 
America’s marketing capacity without 
increasing tariffs. 


As a highly productive economy, 
the United States is constantly faced 
with the problem of marketing its 
output. The market may be widened 
first in foreign countries, particularly 
in those countries of western Europe 
or Japan which are the strongest com- 
petitors of the United States, and also 
in areas of the world which are rela- 
tively undeveloped. Progress in this 
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respect was evident in the latter half 
of 1960 when goods were being ex- 
ported at an annual rate of $20 billion, 

22% increase over 1959. Such a rate 
of increase will wipe out the balance 
of payments deficit without reducing 
import levels. 


Furthermore, there are numerous 
advantages to establishing plants in 
other countries. The experience of 
Burroughs Corporation has been that 
jobs created for other people abroad 
also create opportunities for people in 
the United States. Between the be- 
ginning of 1950 and the beginning of 
1960, Burroughs Corporation created 
5,500 additional jobs overseas and for 
every job abroad, more than three new 
jobs were created in the United States 
operations. 


In the second place, there are con- 
tinuing opportunities for market ex- 
pansions in the United States itself 
where 4 million new customers are 
born every year. 


To aid in this expansion are the 
research and development program- 
mes in which an estimated $27 billion 
per year will be spent by 1970. 
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NEWS OF 


Alberta 


W. H. Boyce, C.A., has been appointed 
executive vice-president and treasurer of 
Associated Investors of Canada Ltd., Ed- 
monton. 


British Columbia 


Stewart Routledge, C.A., has been ap- 
pointed assistant treasurer of Columbia 
Cellulose Co. Ltd. and Celgar Ltd. and 
treasurer of Columbia Pulp Sales Ltd., Van- 
couver. 

K. W. Mahon, C.A., announces the open- 
ing of an office for the practice of his pro- 
fession at 1155 West Georgia St., Vancou- 
ver 5. 

Gordon Laird, C.A., announces the open- 
ing of an office for the practice of his pro- 
fession at 1190 Johnston Rd., White Rock. 

W. R. Beacom, C.A., announces the re- 
moval of his offices to 202 Sixth St., New 
Westminster. 

D. R. Clarkson, C.A., announces the 
opening of an office for the practice of his 
profession at Suite 414, 718 Granville St., 
Vancouver 2. 


Manitoba 


Louis Driscoll, C.A., has been appointed 
general manager of United Grain Growers 
Ltd., Winnipeg. 


Ontario 

Andrew Severn, C.A., will head the new 
Ontario retail sales tax division with head- 
quarters in Toronto. 

P. E. Fleming, C.A., has been appointed 
secretary-treasurer of Deloro Stellite, Belle- 
ville. 

The appointment of S. A. Gray, C.A., as 
secretary-treasurer of Paton Manufacturing 
Co. Ltd., Montreal, has been announced. 

Ward, Partridge & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 50 William St., St. Catharines. 


J. G. Glassco, F.C.A., has been elected a 
director of Investors Syndicate of Canada 
Ltd., Winnipeg. 

The appointment of E. H. Orser, C.A., 
as treasurer of The Anthes-Imperial Co. 
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MEMBERS 


Ltd., St. Catharines, has been announced. 
R. A. Crolly, C.A., has been appointed 
vice-president, administration, of Allanson 
Manufacturing Corp. Ltd., Toronto. 
Ward, Welch, Hall & McNair, Chartered 
Accountants, announce the removal of their 
offices to 55 Bloor St. E., Toronto. 


H. G. Tait, C.A., has been appointed 
comptroller of Molson’s Brewery Ltd., Mont- 
real. 

Clarke, Henning & Co., Chartered Ac- 
countants, 44 Victoria St., Toronto, an- 
nounce the admission to partnership of 
A. C. Jennison, C.A. 

K. D. MacLennan, C.A., Clarkson, Gordon 
& Co., Windsor, was recently elected chair- 
man of the Committee on Professional Edu- 
cation of the Michigan Association of Cer- 
tified Public Accountants for the 1961-1962 
year. 

Walter Hardacre, C.A., has been appoint- 
ed assistant comptroller of Coca-Cola Ltd., 
Toronto. 

Grier, Dyer, Hill & Co. and Welch, Grier, 
Dyer, Hill & Co., Chartered Accountants, 
announce the removal of their Toronto 
offices to 66 King St. W., Toronto 1. 


Price Waterhouse & Co., Chartered Ac- 
countants, and A. D. Downie & Co., Char- 
tered Accountants, announce the merger of 
their practices under the firm name of Price 
Waterhouse & Co. W .G. Smith, C.A., has 
become a partner in the Toronto office at 
55 Yonge St. 

Goldhar, Beckerman, Soupcoff & Stark- 
man, Chartered Accountants, 19 East Don 
Roadway, Toronto, announce the admission 
to partnership of N. Grill, C.A. 


McColl, Turner & Co., Chartered Account- 
ants, Peterborough, announce the opening of 
a branch office in the Canadian Imperial 
Bank of Commerce Bldg., 237 Front St., 
Belleville, with R. G. Harrison, C.A., as 
resident manager. 

Price Waterhouse & Co., Chartered Ac- 
countants, announce the removal of their 
Hamilton office to 39 James St. S., Hamil- 
ton. 
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Quebec 

H. B. Savage, C.A., has been appointed 
commissioner of the Greater Montreal 
Protestant School Board. 

J. T. Black, C.A., has been appointed 
vice-president and general manager of Sicks’ 
Breweries Ltd., Calgary. 


Saskatchewan 

The appointment of Maurice Vance, C.A., 
as assistant professor of accounting in the 
Faculty of Commerce, University of Alberta, 
has been announced. 


OBITUARY 


We regret to announce the death of the 
following members: 

ROBERT BERNARD MOFFIT: a member 
of The Institute of Chartered Accountants 


INSTITUTE 
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of Quebec since 1932. Mr. Moffit was born 
in Manchester, England, but came to Can- 
ada at an early age and attended Montreal 
High School and McGill University. He 
joined Woods Manufacturing Co. Ltd. in 
1936 and at the time of his death was vice- 
president, treasurer and a director of that 
company and the Wabasso Cotton Co. Ltd. 


ALEXANDER BERTRAM BRODIE: a 
member of the Quebec, Ontario and B.C. 
Institutes for almost 50 years, who died in 
Montreal on August 2, 1961 at the age of 
85. Mr. Brodie was senior partner of Price 
Waterhouse & Co. in Canada from 1911 
to 1938 when he retired. He was a past 
president of the Quebec Institute and in his 
younger days was active in the establish- 
ment and development of the profession in 
Canada. 


NOTES 





CANADIAN INSTITUTE 

Continuing Education Courses 

We would draw attention to an advertise- 
ment on page 305 of this issue concerning 
courses on “Management Accounting” and 
“Tax Techniques and Practice” which have 
been prepared by the Institute. Presentation 
of these courses is dependent upon the de- 
cision of each Provincial Institute’s commit- 
tee on continuing education. Details of dates 
and times for the courses will be made a- 
vailable by the secretaries of the Provincial 
Institutes as soon as each Institute reaches 
its decision on the matter. Interested mem- 
bers may wish to write to their Institutes 
for further details. 


ONTARIO INSTITUTE 
Special Notice — Re Taxation Recom- 
mendations: W. C. Shakespeare, F.C.A., 
chairman of the Taxation Committee, invites 
comments from members on tax inequities or 
suggested changes in the taxation statutes. 
Please send your comments to the secretary 
of the Taxation Committee, at the Institute, 


as soon as possible, so that the Committee 
may have as much time as possible to con- 
sider the comments, and draft the recom- 
mendations to be submitted. 


Francis H. Buck Memorial Fund: The 
Fund was established with the approval of 
the Council early this year to provide a 
means whereby the many friends of the late 
Frank Buck might have an opportunity to 
contribute to a memorial in his name. The 
object is to devote the fund’s income to 
making annual awards by way of prizes or 
scholarships for students or in such other 
way as would reflect Mr. Buck’s interest in 
the Institute’s educational activities. At the 
present time the fund stands at $8,182.50. 
Members who may have intended to con- 
tribute but have not yet done so, should 
make their contributions as soon as possible 
so the final amount of the fund may be 
determined. Thereafter, the committee re- 
sponsible for making recommendations on its 
use will proceed with a submission for the 
Council’s consideration. 
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WELCOME 


The Royal York welcomes the 
Canadian Institute of Chartered 
Accountants and stands ready 
with traditional and 
hospitality to help make your 
Conference a success. 


service 


THE 


ROYAL 
YORK 


TORONTO [{% 





VULCAN 


is your best buy 
in 
AUTOMATIC LOCK 
POST BINDERS 


In stock in 11 sizes 
for standard ledger 
and columnar sheets ; 
other sizes to order. 


PUSH LOCK 
Pounds lighter yet stand continuous service. One 
of many best buys in Grand & Toy’s displays of 
complete loose leaf supplies. 
At G & T Stores or ask your G & T salesman 
DIRECT ORDER SERVICES 
Dial HI. 4-1111 (Toronto) - LI. 4-2851 (Hamilton) 
Write G & T ORDERS, 31 Green Belt Dr., 


Barr OY 


ee ee ae) 













OFFICE SUPPLIES - PRINTING 
ao FURNITURE 


TORONT - HAMILTON 
















aA 
CORRESPONDENCE 


COURSE 
of 


CA. EXAMINATION 
PROBLEMS — 


And How to do Them 


In order to enable students wishing to 
prepare throughout the year for ex- 
aminations, and particularly for stu- 
dents remote from university centres, 
Saint Mary’s University introduces a 
correspondence course based on actual 
C.A. examination problems. 


The course covers the C.A. intermedi- 
ate and final syllabus by discussing 
and solving actual questions appear- 
ing on recent examinations. The 
course is not a replacement for cor- 
respondence courses adopted by the 
Provincial C.A. Institutes. It will be 
of particular assistance to students 
repeating examinations, 


Fees Intermediate $45.00 
Final $55.00 
Faculty 


Charles W. Schandl, LL.D., C.A. 
David A. Hope, B.Comm., Assistant 
Earl G. Walsh, B.Comm., Assistant 


SAINT MARY’S UNIVERSITY 
HALIFAX, N.S. 
Please enrol me in your correspondence 


course “C.A. examination problems—and 
how to do them”. 


MUNI dhs iss a 56 furs 3s sdanccuadgiaiien av tape domatmasetaeee 

NO capes Saas fo csr achat ches dues enterscacs estactaccams cee ieeseeaes 

Payment of $.... enclosed 
INTERMEDIATE .................. 


CHECK 
FINAL 
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CLASSIFIED 


ADVERTISEMENTS 





All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Rates: Positions wanted, $7.00 per column inch; Positions offered, $10.00 per 
column inch; Professional opportunities, $15.00 per column inch; Semi-display 
rate, $17.00 per column inch. 


Closing date is 11th of preceding month; 10th of preceding month for semi-display 


PRACTICE WANTED: Chartered account- 
ant wishes to purchase small accounting 
practice in or near Toronto. All replies con- 
fidential. Box 386. 


TAXATION FIELD: Practicing C.A., Mont- 
real, with top level experience in the taxa- 
tion field and finance desires to join at 
partnership level a growing and progressive 
firm of chartered accountants. Box 379. 


PRACTICE WANTED: Montreal C.A. 
wishes to purchase small to medium size 
accounting practice. Box 358. 


CHARTERED ACCOUNTANTS and senior 
students: A large firm in the Atlantic Prov- 
inces has several openings in these cate- 
gories. Applicants must provide information 
as to education, course record, age, marital 
status, etc. and state salary requirements. 
Apply to Box 365. 


LARGE INDUSTRIAL firm in small New 
Brunswick town requires a young account- 
ant for development within the organization 
as an internal auditor. Degree is not re- 
quired but some auditing experience is 
essential. Only those with ambition and 
eagermess to advance need apply. Reply to 
Box 374. 


PRIMARY OR INTERMEDIATE student 
required by firm located in Niagara Penin- 
sula. Reply in own handwriting stating age, 
experience, references and salary expected 
to Box 375. All replies confidential. 


THIRD OR FOURTH year student re- 
quired by a national firm of chartered ac- 
countants in Calgary. Kindly submit results 
of examinations written to date, age, marital 
status, character references, salary require- 
ments and recent photo. Box 377. 
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PRACTICE WANTED, Toronto, outright 
purchase or part interest up to $60,000. 
Cyril H. Rosenthal & Co., LE 1-2535. 


LATIN AMERICA — International public 
accounting firm has career openings for 
experienced accountants. Offices are |lo- 
cated in large modern cities in Venezuela, 
Colombia, Panama, Argentina, Brazil and 
other Latin American countries. Candidates 
may be single or married. Opportunity for 
advancement together with attractive com- 
pensation. Contracts are generally for two 
or three years and are renewable by mutual 
agreement. Please submit in confidence a 
complete summary of your qualifications 
and experience, including salary require- 
ments, to Box 380. 


MONTREAL chartered accountant, age 31, 
with small growing practice, wishes to as- 
sociate with established practitioner with 
view to partnership or succession. Box 376. 


CHARTERED ACCOUNTANT, B.Com. 
with diversified experience seeks a position 
with an expanding Calgary firm of chartered 
accountants leading to a partnership arrange- 
ment. Box 378. 


INTERMEDIATE AND SENIOR students 
required for C.A. firm in London, Ontario. 
Staff study program and other benefits avail- 
able. Reply stating age, educational quali- 
fications and experience to Box 381. 


POSITION WANTED: Chartered account- 
ant, 34, bilingual, with professional experi- 
ence in an international firm of C.A.’s and 
excellent taxation experience, seeks position 
in Montreal area, within the profession with 
possibility of partnership, or in industry with 
good prospect of advancement. Presently 
employed in a supervisory capacity and 
available on short notice. Box 384. 
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ACCOUNTING PRACTICE required: Two 
young aggressive chartered accountants, who 
can furnish excellent business references, 
wish to acquire a small to medium sized 
accounting practice through purchase or 
succession arrangements, All replies will be 
held in strictest confidence and acknowl- 
edged in writing. Box 379. 


PARTNERSHIP INQUIRIES invited by 
Toronto Chartered Accountant. Box 382. 


CHARTERED ACCOUNTANT, age 34, ten 
years professional and taxation experience 
desires challenging position with financial 
or industrial organization. Toronto area pre- 
ferred. Box 385. 


POSITION leading to partnership in Mont- 
real wanted by young Jewish C.A. Willing 
to compensate for goodwill. Box 383. 


COMPTROLLER 


(to become V. P. Finance) 


Our client is seeking a young man with executive potential to grow quickly into the top finan- 
cial and control post in its organization. The job will expand to include: general and cost ac- 
counting, budgeting, payrolls, credit and collections, corporate secretary-treasurer, governmental 
regulations and reporting, banking, administrative systems and procedures. The starting salary 


is $7500. 


To meet the client’s long range plans, the applicants should be between 28 and 32 years of age; 


university training is desirable but not essential; a recognized accounting degree is required. 
The company, a manufacturer in South Western Ontario, employs over 100 people, is a leader in 
its industry, and has more than a 50 year history of growth. 

We consider this to be an outstanding opportunity. Applications are treated confidentially; they 
should be submitted in writing to: 


STEVENSON & KELLOGG, LTD., 


Consulting Management Engineering, 
150 Eglinton Ave. East, Toronto 12, Ont. 





The 1961 Annual Conference of 
The Canadian Institute of Chartered Accountants 


ROYAL YORK HOTEL 
TORONTO, ONTARIO 


September 24-27 


Details of the technical and social programmes appeared on 


page 122, August 1961 issue. 


PLAN NOW TO ATTEND 
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| 
| 
BARRISTERS AND SOLICITORS | 
| 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - - - - = ~~ Halifax, NS. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Imperial Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - . - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 





McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


200 University Avenue - - - - Toronto 1, Ont. 


MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 


STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 
Barristers and Solicitors 


112 Yonge Street - - - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street’ - - - - - - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 
Advocates, Barristers and Solicitors 


Royal Bank Building - - - -  - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 





STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 
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MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - . - + Regina, Sask. 
LIFE INSURANCE 


| 
| 
| 
| 


NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


APPRAISERS 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 


347 BAY ST., TORONTO, ONT. EM. 3-2023 


$ LIFE INSURANCE 
] (25-year reducing convertible 
s term insurance) 
ANNUAL PREMIUMS 
$524.30 
789.50 
ADDITIONAL BENEFITS—non-cancellable total disability income and addi- 
tional accident indemnity available for the above plan at a low extra premium. 


VAL TAYLOR “Term Insurance on the 
OCCIDENTAL LIFE Best Terms 
1560 Bayview Ave., Toronto 17, Ont. Phone 487-1581 


TERM e LIFE e DISABILITY e GROUP ° AGENCY OPENINGS 











Government of Canada Bonds 


and Treasury Bills 
Provincial and Municipal Bonds 


Public Utility and Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dominion SECURITIES 
CORPORATION LIMITED 
Established 1901 


Offices in principal Canadian cities, New York, Boston, London, Eng. 


50 King Street West, Toronto, EM. 6-8181 


For neporld ov 
CANADIAN BUSINESS 


it’s MY BANK) «= MonTH By MONTH... You can keep 
ea abreast of the Canadian economy by reading 

the B of M’s Business Review. Only four 

pages, it combines detailed surveys of indus- 

tries and regions, with over-all analyses of national business trends. 


Ask for your free copy at any of our 850 offices 
across Canada. Or simply write: Business De- 
velopment Division, Bank of Montreal, P.O. 
Box 6002, Montreal 3, P.Q., and have your 
name added to the permanent distribution list. 


BankK OF MONTREAL 
Canadas Fit Sank 


ORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 





Canadas Leading 
Loose Leaf Keporting 


Canadian Tax Reports 

Ontario Tax Reports 

Quebec Tax Reports 

British Columbia Tax Reports 
Prairies Tax Reports 

Maritimes Tax Reports 

Dominion Tax Cases 

Canada Income Tax Guide Reports 
Canadian Succession Duties Reports 
Dominion Companies Law Reports 
Canadian Insurance Law Reports 
Canadian Labour Law Reports 
Dominion Report Service 


€ 
NO INSTALLATION CHARGE 


Please write or telephone for further particulars 


PUBLISHERS OF TOPICAL LAW REPORTS 
1200 Lawrence Ave. W. 1460 Union Ave. 
TORONTO 19, ONT. MONTREAL 2, QUE. 
RU. 3-3335 VI. 9-6954 








